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ABSTMCT 



This report d^.scribas the development md current status 
of the U*S^ merchant marine with special amphasis on tha liifluences 
of governmeritp managafflent, labor, and usarst The report deseribes 
a ^de spectrtm of maritime activities, including the roles of vari- 
ous govemmemt agenclais the OTgani^ation and effectiveness of U.S* 
merdiMt marine mmageraent, the structure and impact of lahor-manage 
meat relations, and the reaction of current and potential users. 

The raco^r^dations are listed In priority Drder md range 
ttcm major research on the effects of bilateral trade policies to 
leSB comprehensive studias on the ways and means of encouraging the 
study of ocean transportation In major colleges of business admin- 
istration, tecomaendatlons are also made for studies in markeclngs 
labor relations i and government actlvitlei. 



5 



FOREWORD 



This study was conducted under the auspices of the Maritime 
Transportation Research Board (MTRB) , National Research Council, as a part^ 
of a continuing program of advice to the federal government concerning marl- 
time transportation* 

The objective of this report ts to Identify study areas leading 
tD government and industry action that will stimulate growth in the privately 
owned merchant marina. Although the MTRB is generally reluctant to engage in 
policy stiidies, the close rnlationship in the maritime industry between tech- 
nolDglcal change and policy formulation requires that certain policy issues 
be addressed. At ^:he time this study was conducted, we were fortunate in 
having members on the Maritime Transportation Research Board with ccmpetence 
in the field of maritime policy. Three of these board members, Messrs* Nathan 
Simat, Robert Abies, and Bertram Gottlieb, served on the study panel, 

A three-man review committee of the Board, comprising Dr, Russell R* 
O^Neiill, Dr, John Hazard, and Mr, James S, Goodrich, reviewed this report 
and accepted it for publication, 

I extend my thanks to the panel members^ staff and review committee 
for their fine work on the report. 




R. J, Pfeiffer 

Chairman s Maritime Transportatton 
Reiearch Board 



January 1976 
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PREFA.CE 



The problems of the U.S. merchant marine are deep-rooted and per- 
slst-ent. For decades, the U.S. shipping industry has suffered from a creeping 
malaise. Until 1969, the share of U.S. export and import cargoes transported 
In U.S. vessels eroded steadily. U.S. capital was channeled to the purchase 
and operation of lift capacity under foreign registry. Job opportunities in 
the U.S. shipping services declined alarmingly. Even the infusion, of large 
sums of subsidy for vessel construction and operation failed to stem a loss 
of market position and of economic strenith that threatoiied the very existence 
of U.S. merchant marine services. 

Since 1969 and the enactment of the Merchant Marine Act of 1970, 
there is evidence that tUd threat of imminent extinction no longer hangs over 
the Industry. As a result of aggressive exploitation of container technology 
and services, and of stimulation of U.S. export trade In the wake of currency 
devaluation, the strong efforts to encouraga J.S. shippers to use U.S. mari- 
time services, and promotional policies of the Governnient, the trend of decline 
appears to have been arrested, at least temporailly. The most recent projec- 
tions of the U.S. privately owned fleet capacity foresee stability In general 
cargo tonnage and an Increase in U.S. tanker tomage. There is, however, no 
persuasive evidence that a substantial turnabout in the fortunes of the 
Industry has occurred or is on the horizon under existing practices and 
policies. 

Against this hackgrD^nd, the objectives of the Panel were both spe- 
cific and limited. The Panel was asked by the MarltiBie Transportation Research 
Board (MTRB) to deal with factors inhibiting the growth of the U.S. merchant 
oarine. In line with the history of discussions which led to the proposal for 
the study and its adoption as an integral part cf the program of the MTRB, 
the Panel interpreted the main concern to be the loss of U.S. merchant marine 
position in the U.S. and world shipping markets, inclitding the flow of U.S. 
capital into flag-of-convenionce, or f lag-of-naeassity , servlceB. The Panel s 
second and clear charge was to discern and defliia worthwhile researeh into 
matters holding promise of arresting and reversing the trends of deeline In 
U.S. maritime performance, but not to fashion solutions. 

The Panel was not asked to provide provsn prescriptions for the 
Industry's ills. Its more limited goals were to identify forces inhibiting 
industry growth and to describe and set priorities for researchable topics 
to deal with these forces. The Panel considered baste questlona of the value 
of growth and even questions of the need for a ^.S. merchant marine to fall 
outside of the scope of Its charge and, indeed, outside the scope of its 
competence. 

Within thQ four corners of its mandates the Panel did attempt a 
systematic exploration and screening of factois Inhibiting growth. We 
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organized Into four teams of two panelists, each team focusing on a different 
area. The four areas defined for eKploratlon werei (1) the interface between 
the industry and government; (2) the Interface between the industry and users 
of the industry's services; (3) the interface between the industry and 
labor I and (4) the Internal management and operations of the industry^ in- 
cluding the interface with investors and other operating entitles within the 
industry. We were, and still are, of the opinion that the four areas ear- 
marked for eKploratlon more or less covered the waterfront. 

Each team had the responsibility for reviewing matters within its 
defined area^ screening the factors inhibiting growth to eliminate those of 
limited itnportance or presenting no researchable questioni^ and for recom- 
mending and indicating priorities of researchable topics. The teams were 
further responsible for Initial drafts of the findings and reconmendatlons 
in their assigned areas. The Panel as a whole participated in the infoma- 
tlon gathering process, in reviewing the team efforts, and In detemlnlng the 
final priorities for the reconmended research program* 

The team approach that was followed had both advantages and dis- 
advantages. The principal advantage was that it was possible for the Panel, 
whose members were uniformly busy with other matters, to cover a lot of groimd. 
The principal disadvantage of the process was that the work product was 
neceisarlly uneven, due to differences in availability and style. On the 
wholes in this case, the advantages of the panel approach greatly outwaighed 
the disadvantages. Certainly, the proceas would not be effective If a defini- 
tive study were undertaken. However, for the more limited purposes in mind, 
the process was effective In assuring that no major element was overlooked 
and that the research priorities agreed upon represented a balanced Judgment, 

The inquiries of the Panel produced one clear eonaensus. To achieve 
a more competttlve position in the market, the U.S. maritime industry cannot 
rely on a "business-as-usual" program. It is not only desirable, but it is 
essential to explore the contribution to growth that is potentially afforded 
by major changes in the areas of government support programs , of Industry 
sales and management practices, and of labor relationships. The recomnenda- 
tions of the Panel for research and policy studies, and the priorities attached 
to the recomended study projects , are rooted in the belief that the conven- 
tional wisdoms and weak palliatives alone are not sufficient to provide 
satisfactory opportunities for the future growth of the U*S. merchOTt marine* 
The problemi of the industry, which have resisted solution for so longp call 
for strong measures. 

The recommendations of the Panel are focused principally ©n breach- 
ing the institutional barriers which constrain growth and limit the oppor- 
tunities for realising the full potential of U.S* maritime services* This Is 
not to Eay that the Panel was unmindful of the importance ^ to the future 
development of the merchant marine , of the advancement of marine and trans- 
portation technology. There Is patently a prima role for technological 
research to Improve the quality and to reduce the costs of the maritime trans- 
portation system. However, it has been all too clear from the industry's 
past experience that technology alone dots not provide the answers and that 
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an appropriate institutional foundation must be laid first in order to obtain 
and take full advr itage of technological advances. 



It has baen a happy and rewarding experience to be associated with 
a Panel of such outstanding ability and diligence, I was and m espauially 
impressed with the comprehensive and penetrating grasp of maritime industry 
probletns diaplayed by the Panelists and the bold and imaginative possibilities 
for BQlutions which they advanced. 




Nathan S. Slmat 
Chairman J Growth of the 
Merchant Marine Panel 



January 1976 
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INTRODUCTION 



In April of 1972, the Maritime Traniportnation Eesearch BoBtd 
authorised a study of Opportimitlei for Improvement of the Marchaat Marine 
for its 1973--74 project year* Accordinglyp the iDard formad a study P«el 
to eKamlne '^the tDtal competitive envirotOTent in which the marehant marine 
operates and the relationship bfttwesn public and private atoinlstrative de- 
cisions and the external forces acting on the U*S* ttarltlaa industiTr to aug^ 
gest opportunities for Improvement of the industry", Ths Board's Intent ^as 
further expressed in the quastloni "What must he done by the induatry and 
by govamment to Improve the ability of tha merchant marine to meat fortlgn 
competition more affactively with batter raturn on public and private Invast- 
meat than is presently in evidenca?" 

RacognlEing tha magnltuda of the study problams md tha Itolted time 
and resources that could be devotad to themp the Board instruetad the study 
Fanal not to seek immediately implemantabla solutions, but to Identify for 
further study promising avenuis to the devalopment of m march^t marina that 
TOuld operate In the highly coBipetitiva coimerclal ahipping world mora eco- 
nomically, more efficiently, more affectively, and with greatar pubiic 
hanef its. 

The study Panel was formed in July and August of 1573 and tha Inl-^ 
tlal meeting held on September 13 y in Washington, 

The Panel intsrpreted its charge as one of analysing the complete 
maritime spectrum Including tha actions and intaractlons of govarnmant, man- 
agement , labor and user, 

Tha Panel was guided by tha pre^ble of the Merchant Marina Act of 
1936 as the daclaratlQn of federal policy calling for tha aKlstonca and 
continuation of a U,S, flag merchant marinei 

"It is necessary for the national defenga md develop- 
ment of its foreign and domastlc coraMrce that the United 
States shall have a merchant marina (a) sufficient to 
carry its domastlc water-borna comerc© and a substantial 
portion of the water-borne export mi Import foreign com* 
merce of the United States mi to provide shipping sar* 
vice essential for maintaining the flo^ of such domastlc 
and foreign water-borna c^narce at all times ^ (b) capable 
of serving as a naval and military auxiliary In time of 
war or national aMrgancy, (c) OTOed and oparated undar the 
United States flag by cltiEana of the Unltad States itt"^ 
sofar as may be practlcablap (d) compoged of the best** 
aqulppad, safest, and moat suitable types of vessels , 
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"constructed in the United States and manned with a trained 
and effictetit eitl^en personnel » and (e) supplemented by 
efficient facllltlei for shipbuilding and ship repair, Xt 
ig hereby declared to be the policy of the United Statas to 
foster the development and encourage the maintenance of such 
a merchmt marine." - 

In its analysis, the Panel concentrated on those areas that either 
facilitete or constrain growth under conditiona of Intematlonal competition. 
In accordance with its mandate , the Panel *s recommendations are for studies 
designed to Improve the competitive posture of the U«S* merchant marine. 

In any imdertaklng of this nature ^ ths possibilities for policy 
studies and research are numeroui. It was necessary , under the clrciMStaneig^ 
to limit the rscomaendations and to establish prlorltiss. T^im is done in 
Chapter 2 both on the bails of the importance of the problem to which each 
study la addressed and the Pwel's assessment of the prospects that the study 
will result in a worthwhile contribution to the development of the U.S. mer^ 
chant marine. 

The Panel conducted direct interviews and discussion sesilons with 
Industry leaders and government officials* In addition, it solicited Indus* 
try response through a nu^er of questionnaires. Thm cooperation of those 
assisted is gratefully acknowledged in Appandix I. 



Msrehant Marine Act* of 1936| as cended through the 91gt Congrissi 
2nd Sassian^ January 1| 1971 1 Title I| Ssc^lon lOlv 



CHApriE 2 



laCOHtfflNDEP PROGR^ OF STUDIES 

This cliapter reconmends sptctflc researeh and pollay studies that 
would have the greatest eventual impact in stimulating growth la the merchant 
marine indtietry. 

The studies are listed in priority order and Idemtlfied with recom- 
mendations as to objectives I ffiethodology and follw-up* Each project is also 
referred back to a specific chapter and paragraph for OTplification, 

These Teconnttendationa for research and policy atudlas are directed 
to policy formulating goverrattental and private organigationa, 

A* Project : Retrospective study of a bilateral trade policy la which 
specific cargoes were reserved for U*Si flag veaseli. 

Objective : To detemlne the effect of a formal govarnmeiit bilateral 
trade policy on the growth of the U*S* merchant marine and on na*- 
tional maritime goals and objectives. 

Methodelogy g The study should provide a retrospective examination of 
formal government bilateral trade arrangements that are asiumed to 
have been reached with major trading partners during the past 10 
years, together with ImpleMiitlng govenmwntal agreemeats among com- 
meralal participmts* It shouild consider both open and closed con- 
faraneas. Using the available sources of 10*year trade data, the 
study should evaluate what effect the policies would have had on the 
sizej mix, and viability of the UiS. merchant fleet and compare the 
consequences of the bilateral policy with the known coaseiiuences of 
past and ctirrent policies* Trtit study should further assess the value 
of the retrDspective fora of analysis as a predictive tool far use 
in evaluating plans and proposals for future bilateral trade agree- 
ments # 

Follow-up ; lubltah study results so that they will be available to 
policy makers to help in their judgment of whether or not bilateral 
agreements constitute good national maritime policy • 

Referencs r Chapters 4-E*6p 

B. Project I Study of probable changes la conference agreements mi 

carg^ sharing arrangements and their Jmpact on the Uii» merchant 
Mrine (to Include the poaaibls ratification of tlie UpH. God© 
of Conduct for Liner Conferences) i 
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Objective s To project the results of potential changes in U.S. 
private and government relationships concerning conferences and 
cargo sharing arrangements including the poisible ratification of 
the U.N. Code of Conduct for Liner Conferences. 

Methodology i Evaluate various possible private and government actions 
concerning conferencei and pooling arrangements under different prob- 
able and practical assimaptions. The study should include and make 
allowances for the possible adoption of the U*N. Code of Conduct for 
Liner Conferences with projections on the probable impact on the U.S. 
merchant m£rlne. Conflicts with current maritime legislation should 
be outline u Policy recommendations should be made* 

Follow-up; The study recommendations for legislative^ admlnletratlve, 
and private action should be forwarded to appropriate authorities. 

Reference ; Chapters 4-E-l, 4-E-2p 5-H-5. 

C. Project I Study of the quality and availability of U.S. flag services 

and their relationship to achievable market share* 

Objective : To evaluate the quality and availability of U.S* flag 
vessel services in order to mmlmiEe reliability and optimize fre-^ 
quency of service to customer requirements* 

Methodology : Conduct a systematic analysis of U.S. sailing schedules 
on major trade routes. Compare these schedules with foreign flag 
competitors and with the stated requlremante of major ocean trans- 
portation users. At the same tlmep determine how often and why 
U,S. flag vessels do not make scheduled sailings or port calls when 
compared with foreign competition. Develop recoBmiendatlons for 
maKtmlzlng reliability and optimising sailing schedules. 

Foliow-up : Make the results of the study known to U.S* operators. 
If appropriate p Institute policy action to improve trade route 
service requirements In the subsidised sector. 

Reference : Chapters 6-1-1 , 7-E-li 7-E-2* 

D. Project : Study of maritime industrial relations. 

Oblectlve : To assess the Impact and probable effect of each of the 
f ollowing on maritime industrial relations I (1) voluntary arbitra- 
tion of rights disputes j (2) voluoatary arbiitration of Interest dis- 
putes » (3) compulsory arbitration ^ (4) postponed arrangamsnts, 
(5) no strlka pledges during and after contract negotiations, (6) a 
permanent umpire system for merchant marina matters » (7) uniform 
contract expiration dates, (8) three to five year contract duration 
period, (9) mediation arbitration ^ (10) retraining progrms apon- 
sored by the Maritime Mmlnlstratlon for se^an in periods of 
temporary unemployment > and (11) the Impact of a single, overall 
pension system on occupational mobility md earnings potential of 
maritime workers* i ^ ^ 
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Methodology s Blue-ribbon eomlision of managmeat, labor » government, 
andacademia. One year study with public hearings mid report to 
the Industry with reconmendationa* 

FollQw-up ^ Evaluate possible ImplementatloTi of riCDinmendatlons and 
the^r impact on maritime Industrial ^elatiens. 

Reference : Chapter 6-^1^2^ 

1. Project ; ^trospectlve study of operational flexltllity, 

Objective : To deteTOine if the legal Impedlmentg (rsetrlctloni against 
lalBsei-falre operations) within the Shipping Act of 1916 together 
with similar impediments In other transpartatloti laws should be sub- 
stantially relaxed to encourage more fleiciblllty In operation and 
greater national competitive Btrangth In our comon carrier liner 
fleet. 

Methodology : Asstme that the legal l^editttnti in tha Shipping Act of 
1916 and other transportation laws had been subs tanttally related 
for the past 10 years and that the coBmen carrier liner fleet had 
been operating with increased freedott t© react t© market conditions 
and foreign competition. Use an approprtite model to estimate the 
present economic condition of the merchaiit marine under the Msimed 
conditions* 

Follow-up I Make study results available t© natlQual maritime policy 
^kers to aid in their judgment of whether or not to ravlse the 
Shipping Act of 1916 and Msrehant .Marine Act of 1936, as mendad. 

Reference : Chapters 4-E-7| 6-1^3* 

F. Project : In-depth marketing Mialysis of all water transportation users * 
"including both U,S» and foreign shippers and consignees* 

Obi active I To more fully understand the needs of potential U,St flag 
customers in all markets in order to Improve market penetration and 
market share i 

Methodology ; Conduct a full-^seale Interview and nail questionnaire 
survey OTong major water transportation eonsimers both U*Ss and 
foreign* (This survey might Include all menbexs of ths Regional 
Shipper Advisory Boardj of the U.S, Marlttae Atolnlstratlon.) A 
complete analysis of various categories of U.S, raid foreign ex-- 
porters and importers should be made to Identify precise ghlpplng 
and service requirements* 

Follow-up s The results of this analysis should Is nade avalleblft to 
U~S. operators through publications » brochures, personal vlai^^ and 
seminars. Care should ba taken to Insure that £he InformatlDn reaches 
U.S. operators only. 
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Reference I Chapters T-^E-'l, 7-E-'2. 

G. Project i Study the altarnatives available for attracting U.S. coin- 

paniae a^ay from foreign flag veatures* 

Objective I To develop various schemes short of direct subsidy which 
would attract U.S* companies away from foreign flag ventures, 

MethodQlogy g The study should cover a broad range of poaslbilltiaSt 
Including the use of Title XI ^ Capital Construction and Construction 
Reserve Funds, accelerated depreciation^ tax differentials , cargo 
prefarencesi labor factors , regulatory changes ^ and other IncentiveB. 
The possibility of allowing U*S* flag registry of foreign built ships 
should be considered. Impact itatements for the most feasible alter* 
natives should be prepared to include the effect on TJsS* shipyards , 
U,S. maritime labori U*S, users ^ current U.S. tanker and bulk opera- 
tors, and U*S. defense posture. 

Follow-up : The policy recommendations flowing from the study should 
be presented to the appropriate authorities for policy action* 

Reference I Chapters 4-E-l| 4-1-4, 

H. Project : Study the various alternatives for Increasing the capacity 

of IJ*S, flag liner fleet. 

Objective I To determine practical means for encouraging growth in the 
U.S* flag liner fleet In the face of increasing but cyclical demand 
for such service. 

Methodology : Conduct an all--optlons-open study on the alternatives 
f^r increasing the sl^e of thfc U.S. flag liner fleet at a relatively 
rapid rate to exploit both cyclical and increased long-tem demand. 
The current lack of ahlpyard orders for liner type ships, the near-- 
capacity condition of U*S. shlpyardip and the limitations on CDS 
and ODS funds should be considered. An Impact analysis of the most 
feasible alternative should be made with emphasis of the effect on 
U.S. shipyards, U.S. maritime labors U.S. subsidlEed and unsubiidlzed 
operators I U.S. users and the U.S. defense posture* 

Follow-up I The results of the study should be made available to 
appropriate authorities for action. 

Reference : Chapters 4-l--5s 

I. Project s Study of longshore labor problems associated with cargo 

diversion. 

Objective g To assess the effect of cargo diversion on longshore employ^ 
ment and earnings opportunities. To evaluate the impact of cargo 
diversion on long-term and short-term employment of dockslde and 
port workers. To study the impact of cargo diversion on revenues 




of port authorities, municipalities, stevedoring coapdniei, and 
ship operators. To itudy and evaluate federal jurisdiction md 
participation in labor-relations problems assoaiatsd with the issue 
of cargo diversion • 

Methodology i Study by representatives of port authoritiaS| management, 
labor stevedoring cOTptoies and transportation SKparti* On site em- 
phasis with field work taking place at the port Isvel, 

Follow-up i Review of implementation of reeoiDmfindationa and their im-- 
pact on labor-relationi problems associated with ths issue of eargo 
diversion. 

Rsferenee s Chapter 6-1-3, 

J, Project; Study ways and means of supporting md encouraging the study 
of ocean transportation in major colleges of business atolnistration. 

Objectives To Inerease the attraetivaness of the industry to business 
administration graduates and to provide centers of study of ocean 
transportation management problems* 

Methodology : Study means of offering scholarships i graiits**in-ald and 
^research grants for the study of ocean transportation management 
problema, Also^ sponsor chairs in ocean transportation at leading 
universltiea. 

Follow-up I These programs should be elosely monitorsd by a government/ 
industry group to insure that graduates are properly placed and re- 
search is germaine. 

References Chapters 5-^H-l, 
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U.Sv MERCH^T M^INE PEl^ORMMCE AN OVERVIEW 



The U.S* merchmt marine has had an uneven history. Although re- 
iatively small in cDraparison to other U.S. Induitrles, It has played an 
Important role In the political and aconomlc fortunes of the Nation , and as 
a result has been heavily influenced, aided and controlled by the federal 
government . 

nie Industry was virtually overwhelmed by the requirements thrust 
upon it by World Wars I and II* It has also felt the after effects, though 
to a lesser extant, of subsequent more limited military engagements. In the 
imediate post-World War II period, the merchant marine flourished on readily 
available surplus ahipSi trained labor, and abundant foreign and military-aid 
cargoes. As these conditions chOTged, so did the industry , Now, some 30 
years after tha end of World War II, for perhaps the first time in this cen- 
tury, some sectors of the merchant marine are facing a cwipetltlve commercial 
climate In which satisfactory performanoe is more dependent on enterprise and 
economics than government assls trace mA regulation. 

The year 1969 may be remembered as a pivotal year for the U.S. mer- 
chant marine. Table 1 shows that in terms of the percentage of U.S* Imports 
and exports carried, the Industry's long deteriorating slide may have reached 
Its lowest point In 1969. Other actions and events of the year also signaled 
a resurgence in the privately owned merchant marine. On October 29, 1969, 
the Administration announced a maritime progr^ that resulted in the Merchant 
Marine Act of 1970, Also, In 1969, major ordera were placed for new berth 
line vessels otitalde the govenment-s operating and construction differential 
subsidy prograEi- This latter action demonstrated a new confidence In the 
ability of ths United States Merchant Marine to c^ipete effectively In the 
world market. 

1969 through 1976 are years of transition, Most of the ships built 
during WW II will be phased out during this period.^ New trends are develop-^ 
Ing in the Indiastry, including Its service, capacity * market share, and prof- 
itability* 

^e U*S* merchant marine will continue to be a very small Industry* 
For Instance, In 1972 the subsidised sector of the Industry generated less 
than 800 million dollars In operating revenue* ^ operating revenue for the 



^ In July 1974^ there were still 208 ships In the U.S* privately owned mer- 
chant marine that were over 25 years old. U*S. Department of the Navy, 
Military Seallft Command, M&rohmt Ship RBgiater^ Washington, D* C. , 
July 1974* 

^ U*S. Department of Commerce, Maritime Administration, Mco^Ad Annual Report , 
Washington, D. C*, 1973* p. 80* 
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TABLE 1 

U.S. WATERBORNE DIFORT & EXPORT CAI^O TONNAGE 
(long tons in millions) 
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**lts\i\% may no! be pff £iu NsiU^i of rounding, 

iHlydii Trifli'Creit Lakis sargses and Depirtmeril of Dtlsnst §irgat£. but IfiEludf I U^S. Cqtrarnrntnl ipansercd eif|q8£. 



Source: CormdB&ion on Ameriam Shipbuilding Bepo^i of, Volmm 11 ^ 

U*S. Government Printing Office, Waihingtonj D. C, i October 1973. 



entire U.S. merchant marine has been eatimted recently at approKlmately 2 
billion dollars per yeari^ By contrastp In 1971 the railroad induitry gen- 
srated $13.5 billion in operating revenue ,5 while the operating |evenue for 
the "for hire" interstate trucking industry reached $17 billloa*® U*S* air 
carriers in international services generated 1,9 billion dollars in operat- 
ing revenue in 1970*^ 

In Table 2, the U*S, merchant fleet Is compared , as of Deoeaber 
1972, with the fleets of other selected maritime povarsV The United StataSi 
with 651 ships In the privately owned U.S. merchant marine^ had only 3.1% of 



ConmleHQn an Am0ri0m ShipbuildingM Report of^ VoIots II, U,S* Govemoitnt ^ 
Printing Office, Washington^ D. Ci , October 1973 » p. 847. 

5 UtS* Department of Comeroe, Bureau ot Cbmub ^ StatisHaal JlhatmatB of 

Unit&d Statme 18?S^ (94th Edition), U.S. OoverMant Printing Office, 
Washington, D, C, , 1973, p* 536* 

6 U.S* Department of Comerce, £/.5* Ir^mtHal ^ilook 1972^ U,S- Goveramtnt 
Printing Office, Washington, D. C, , 1973, p, 335* 

^ Btati&tioal Abstmata of the Vmt&d Statsa 19?t^ op^ ait.^ p, 565. 



TABLE 2 

FLEET COMPARISONS OF MAJOR MMITIME POWERS 



(1000 Groie Tons and Over) 
December 31, 1972 
^Tonnage in Thoueands 



Total Private 
UiS^ U.S. 



Total Fleet 1,150 651 

% of World Fleet 5.5 3,1 ^ 

Total Capacity (Groas)*13 ,111 9,300 

Total Capacity (DWT)^ *17,949 13>636 
% of World's Capacity 

(Gross) 5,2 3,7 
% of World's Capacity 

(DWT) 4.5 3,4 

Freighters 685 361 

% of World Fleet 5,7 3-0 

Average Age 22 17 

Average Speed 16 18 

Average Gross * 9.7 11,6 

Average DWT * 12,0 14*0 

Bulk Carriers 3^ 32 

% of World Fleet .9 .9 

Average Age 27 27 

Average Speed 15 15 

Average Gioss * 13.0 13*0 ' 

Averaga DOT * 21,9 21.9 

Tankers 280 246 

% of World Fleet 6.1 5*4 

Average Age 20 18 

Average Speed 15 16 

Average Gross * 16.9 18*9 

Average DWT * 29.2 31*6 
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Notss Table sKeludea pagsenger ships. 

Sourcei U.S» Departmant of Coranercei A StaHatiaat Anatyeis of the World^a 
M^rahca^t FZeetSj Dece^er 31 1 1972. 
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the world's merchant ship fleet and 3.4% of the world's total deadweight ton 
capacity. By comparison ^ the USSR| Japan and Liberia each maintained mer- 
chant fleota in excess of 2^000 ships. Liberian flag operatori accounted for 
over 20% of the world's eKisting deadweight ton capacity. 

The average general cargo freigliter in service in 1972 in the United 
States privately owned fleet was 17 years old with a speed of 18 knots and 
a capacity of 14,000 deadweight tons. By contrast, the avarage freighter 
operating under the flag of the USSR was 10 years oldg had a speed of 14 knots 
and a deadweight ton capacity of 6,900. The USSR operated 1^^82 general cargo ^ 
freighter type vessels in its merchant marine compared to 361 vessels in the 
U,S. flag privately owned fleet, 1,217 in Japanese flag fleet and 549 in the 
Liberian flag fleet. On the average , U.S* freighters were larger and faster 
than those of the USSR^ Japan or Liberia, 

U*St tankers, by comparison in 1972, were generally smaller and 
older than those of Liberia or Japan, The 246 tankers shown in Table 2 in the 
U,S. flag privately owned fleet averaged 18 years i 16 knots and 31^600 dead- 
weight tons. The Liberian fleet of 809 tankers averaged 12 years, 15 knots 
and 62,100 deadweight tons* 

The U*S, flag bulk fleet consists of only 32 ships ^ with an average 
age of 27 years. By contrast, the Japanese have 525 bulk carriers, with an 
average age of 5 years* By July of 1974, the U.S* bulk fleet had dropped to 
23 ships, U,S. bulk cargo capabilities are meager* Table 2 shows that U.S* 
bulk ships are lesn than 1% of the world's total bulk fleet. By comparison, 
U*S, flag privately owned ships accounted for 3% of the world's freighters 
and 5,4% of the world's tankers* 

The retirement of many World War 11 vessels has had a significant 
effect on the U*S, fleet. Figure 1 shows that the genaral cargo fleet in 
1965 totaled 557 vessels, of which 6% were intermodal ships*® By 1973, this 
fleet had dwindled to 332 ships, with some 38% intemodal ships* Projections 
shown in Figure 1 indicate that the general cargo fleet will continue to 
shrink to approximately 271 ships by 1980* 

Table 3 shows that while the nuraber of ships in the total fleet 
(dry cargo and tankers) is diminishing , the deadweight ton capacity la in-^ 
creasing* Most of this increase is due to a hea-^^ emphasis on Very Large 
Crude Carrier (VLCC) and Ultra Large Crude Carrier (ULCC) tanker designs, 
although replacement of relatively small freighters by large intemodal ships 
also contributes to the increase. Figure 2 shows that from 1974 to 1980 the 
tanker fleet will increase in number of ships and DWT capacity, while the 
dry cargo fleet will decrease in numbers and nearly stabilize in total DWT 
capacity* 

As of January 1974 , 52 ships totaling 4*6 million deadweight tons 
had been ordered under the 1970 Act. The averagt slEe of these ships is 
88,000 deadweight tons per ship* Of the 52 ships, 13 are barge carriers and 



® Intermodal vessels Include containerships, roll-on/roll-off (RO/RO) ships ^ 
and barge carriers* 
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TABLE 3 

PRO JECTIONS FOR U, S , PRIVATELY OTOED FLEET 
(Omits Passenger Shlpn) 



Numbers of: Ships 







1974 




1976 1977 


1978 


1979 


1980 


(A) 


Bruakbulk 


169 


164 


159 154 


149 


144 


139 


(^) 


Con I aiiiCXti 


114 


I J? 


104 "jD 


94 


89 


94 


(C) 


Barge Carrier 


15 


22 


23 23 


23 


23 


23 


(P) 


RO/m 


13 


15 


17 15 


15 


15 


15 


(K) 


Dry Bulk 


23 


20 


17 14 


11 


8 


5 




Total Dry Carao * 


314 


330 


320 305 


292 


279 


276 




Tanker Domesrlc^''^ 


143 


134 


128 108 


106 


104 


112 




Tanker Foruif,n 


103 


95 


105 114 


123 


129 


134 




IMG 


0 


1 


7 13 


19 


25 


31 




Total Tmikere 


246 


230 


240 235 


248 


258 


277 




Total Fleet 


580 


560 


560 540 


540 


537 


553 








Deadweight Tonnage 














Total General Cargo 




Total Bxy Cargo 






1974 




4,830,000 




5,450,000 








1975 




5,080,000 




5,580,000 








1976 




5,060,000 




6,000,000 








1977 




4,990,000 




3,300,000 








1978 




4,880,000 




5,120,000 








1979 




4,780,000 




4,980,000 








1980 




5,040,000 




5,160,000 












Total Tanker 




Total Fle« 


It 






1974 




8,150,000 




13,600,000 








1975 




8,550,000 




14,130,000 








1976 




10,750,000 




16,750,000 








1977 




11,740,000 




17,040,000 








1978 




13,710,000 




18,830,000 








1979 




15,510,000 




20,490,000 








1980 




17,510,000 




22,670,000 





(A) Includes partial container ships. Projection assumes 30 ships curtantly over 
25 years old will be retired at a rate of 5 per year by 1980, 

(B) 55 container ships are currently listed as being at least 25 years old, Pro^ 
jection assumes these vessels will be retired at a rate of 5 per year through 1980. 
12 new concalner ships are contemplated for delivery in 1980, 

(C) Projection contamplates addition of 8 barge carriers by 1976 with no vessel 
being retired through 1980. ' 

(D) Projection contemplates addition ©f 4 RO/RO ships by 1976 ^d retirement of 
2 by 1980. 

(E) Dry bulk fleet currently Includes 19 vessels over 25 years of age* Projection 
contemplates retirement of 18 of these ships by 1980. No new bulk ships ore con^ 
templated for delivery by 1980. 

(F) ^1 tanker projections taken from Projection of U-S» Flag Fleet, Karitlmm 
Administration, Office of Policy and Plans, July 10, 1974, 

* Dry cargo projections made by MTRB staff baaed on Military Sealift CoBffliand, Ship 
Register, July 1974, md MarAd, Office of Policy and Plans, Projection of U*S Flag 
Fleet, July 10, 1974. 

** Tanker projections based on Mar Ad, Office of Policy and Plans, Projection of U.S. 
Flag Ships, July 10, 1974, 1974 flgurei taken from HSC, Ship Register » July 1974* 
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RO/RO vessels j 28 are tankers ^ two are Ora-Bulk'-Oil (OBO) ships and nine are 
liquefied natural gas (LNG) carrlars*^ As of Januiry 1974, there were 180 
applicatluns for construction differential subsidy for 52 million deadweight 
tons. However p there is some question whether all of these large bulk car- 
riars will be built under the subsidy program. 

The general cargo fleet is changing , with intenuodal ships coming 
into more conomon use* These ships have much higher productivity than the 
break-^bulk ships they replace* Measuring the productivity of ships must take 
into account the speed, turnaround timej and capacity* Tables 4 provides a 
productivity analysis for the years 1971^ 1973 and projected 1976* The table 
shows that the maximian annual tOn-mile capacity of the general cargo fleet 
will be slightly higher in 1976 than in 1971, even though some 100 ships will 
have been dropped from the fleet. This condition cannot eKiat long^ how- 
BVcVf as the 1976 capacity estimate includes 122 15--knot ships with an annual 
capacity of 110,530 million ton miles* Most of these vessele are currently 
over 25 years of age and their continued service through 1980 is subject to 
question, 

A recent survey by the MTRB staff of 14 major U*S* linar operators 
in July to October of 1974 showed that outbound cube utilization for U.S. 
flag ships was ranging from 87 to 1001* In fact, a UtS* flag undercapaclty 
situation existed during that period. A recent report complsted for the 
Maritime Administration on D*hort-term forecasts of U*S. ocsanborne eKports 
predicts continued growth in the eKport of liner crade goods and commodi-- 
ties.^-^ The summary findings from that study arei 

"in summary, although the UiSs OKport trade boom now 
appears to be over as a result of declines in bulk 
cargoes I the current market for U.S. manufactured goods, 
carried by liner vessels, remains strong. Growth in 
manufactures is projected through 1975, but at rates 
below recent levels* It, thereforei appears that U.S* 
flag liners will not| in the short tera, be adversely 
affected by sharp declines in the total vol^e of 
oceanborne eKport cargoes*" 

A combination of continued liner trade growth , the block obsolesenee 
of a substantial portion of our fleet by 1980 ^ and the current lack of con* 
tracts in U.S. shipyards for general cargo tonnage points to a significant 
U.S. liner undercapaclty situation in the foreseeable fyture. 



U.S. Department of Commerce, Maritime Administration y NmDB R&l&aBe^ HASP* 
74-3 p remarke by Robert J. Blackwell befoife the Propaller Club of Wash- 
ington, D. Ci , January 24, 1974, 

'MaKimum annual ton-mile capacity is calculated by multiplying avaraga 
sea-'days X 24 hours X maxim™ speed X DWT ton capacity. 
Temple, Barker & Slome, Inc., A Short^T^m Fomaast of ^,5, Omm^oPm 
Es^orte^ Wellasley, MA, Septambar 10, 1974, p. 1-5* 
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Fast, quick turnaround j intrsrmodal ships will carry most of the 



general cargo in the 1976'-80 period. Based on Table 4 these ships will con- 
stitute only 48% of the 1976 fleet , but will account for over 65% of the 1976 
ton^-mile capacity- These ships will carry most of the high value, high rev-- 
enue cargo by providing fast, through service with little cargo dmage and 
pilferage. 



The most significant growth In the U.S. merchant marina can be ex-- 



pected in the tankyr .:leet. The current fleet of 246 ships averages 33,145 
deadweight tons per fhlp. Of the ships umt'er construction in U.S* yards 
of 31 March 19>4 (with and without construction subsidy) ^ 56 (80%) are tankers 
and 14 (20%) are gene^eil cargo carriers* The 56 tankers on order average 
85,000 deadweight tons. The average size of the tankers under construction 

- - - - 1 5 

is nearly three times that of the tankers in the current UiS. fleet* ^ 



Projecting the removal of some 83 World War II tankers from the 



fleet against the addition of those now building, the estimated total 1976 
banker capacity will be 10.7 million deadweight tons for a 32% overall gain* 
Table 3 shows the projected 1980 tanker deadweight tonnage to be 17,510,000 
or an increrse of 1141 over 1974 levels. 

Lester B. Knight & Associates Inc. prepared a report for the 
Commission on American Shipbuilding that commented on new shipbuilding re-- 
quirements for world trade by 1980. 



"The greatest new building requirement is in the dry 
bulk cargo capacity. New building required to meet 
demand in that sector will bft approximately 41 million 
deadweight tons. The new building requirainent of the 
petroleimi cargo sector is approximately half the demand 
in the dry bulk sector. Current over-^capacity and rel-- 
atlve limited replacement requirements are the prijnary 
reasons for this forecast. Projected over ^capacity in 
the general cargo fleet dilutes L'le effect of a large 
replacement requirement in the total new building require- 
ment* Apparently, much of the obsolete cargo fleet 
which would be eliminated over the next 8 years will not 
require replacement. The demand for general cargo ca- 
pacity is not expanding rapidly enough to absorb the 
current over=»capacity of the fleet. Tlierefore, only 
minor new building L'aqairements are projected* Sev- 
eral sources indicate that much of the replacement 

tonnage and new building cargo fleet will be container 
ships**'13 



^M&rahant Ship EegistBi^^ op, ait*^ p* Ix* 

^Comission on Am&riaan Shipbuitdirtg^ Report of^ op* ait,^ p. 700. 
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It would appoar that U.S. private and subEidized expenditures for 
tankers are based on criteria other than eKpected world market condltlone, 
perhaps indicating no Intention of developini a fleet for "world" aarket com- 
petition. Perhaps an even greater indication that plans for shipbuilding are 
not based on world market conditions la the almost total absence of dry bulk 
construction In the United States, only 1.3% of the tOLal. (It should be 
noted, however, that tankers are also dry bulk carriers for some comaodities 
such as grain.) Therefore, it is poasible to conclude that tka expansion in 
tanker construction is based oa expected government protected trade, i.e., 
.Tonf.s Act, cargo allocation, or bilat'iral agreement. Also, it might be pos- 
sible to conclude that U.S. flag tanker operators do not think that a profit 
can bo made in other than protected trades. 



} 
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CHAPTER 4 



GOVEMMENT FACTORS 



A. Introduction 

Industry inva^tment capital, profitability, fleet configuration, 
service pEl: L^rns / cargo volume, labor relations, and aven corporate relations 
depand to a great extent upon the actions, inactions and sometimes confllctin 
actions of the federal government* 

The government influence on the U.S. merchant marine falls inost 
heavily into four major areas * 

Direct Aid - which includes Maritime Administration programs 
for: Construction Differential Subsidy (CDS); Operating 
Differential Subsidy (ODS); Title XI guarantees; Title XII 
insurance; capital construction funds; and capital reserve 
funds * 

Indirect Aid - which includes Jones Act protection^ Agency 
for International Devalopment reserved cargoes; Department 
of Defense reserved cargoes; manpower training facilities 
(the U*S. Merchant Marine Academy); research^ developinent ^ 
and promotion progr^s of the Maritime Administration; and, 
to a lesser eKtentj the Department of Transportation , U.S* 
Army Corps of Engineers 5 and U,S* Coast Guard. 

Regulation - which Includes rate and service regulations and 
restrictions set by the Interstate Coiranerce Conffliissionj 
Federal Maritime Commission and the Maritime Administration; 
safety environment and health rastrictions ImpoBed by the 
Environmental protection Agency 1 the U*S. Coast Guard, the 
Department of Healthy Education and Welfare * the Department 
of Labor j the Federal Cofflmunlcations Coranlssion, the various 
local (porta, county and state) agencies ^ and antitrust 
restrictions imposed by the U,S, Department of Justice* 

Foreign Relatloni which includes bilateral agreements ; 
UNCTAD and mCO conventions; and retaliatory actions against 
discrimination, 

While the direct and Indirect aid programs of the federal govern- 
ment are intended to attract merchant marine Investors and operators, the 
activities of federal regulatory, antitrust and foreign relations agencies 
sometimes discourage those objectives. 
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A review of the effact of governmant policies and practices on the 
growth of the U.S, merchant marine is required as a background for the devel- 
opment of research reconttnendations , and particularly in relation tot 

Intermodaligm as it affects agreeTOents mong railroads, 
trucklines^ freight fowardersj and non-vessel'-operatltig 
coiTimon carriers I devBlopment of central ports and feeder 
operations; and slmplif icatioa of rates, services and 
filing procedures consistent with available intermodal 
technology* 

Coastal operation as it affects port facilities that 
respond to the economics of conteinporary merch.int marine 
operaClonSi intermodal cargo flows, and bulk cargo move-- 
tnents . 

, IntercQinpany cQoperation an it affects the development of 
rates j services. scheJules, conferences and pooling agree^ 
ments that will best serve the U,S* shipper or consignee* 

Fleet flBKlbility as it affects U*S* flag and U,S. owned 
foreign flag operations and UiS, built and foreign built 
vessels in UiS* and foreign liner and nou'-liner trades* 

It is also important to look at the activities of £o iign countries 
and how they support and regulate their merchant marines* Their actions may 
suggest constructive alternatives for consideration. 

B, Conflic ting Interestg 

The U,Sp merchant marine, its associated maritime industries and 
organizations, and the federal government are often fractionallzed by con-- 
flicting interests > overlapping mandates, and historical relationehips. The 
basic federal transportation regulatory policy requiras adversarial proce- 
dures between carriers and shippers ^ and between oarriers and carriers. In 
the case of the merchant marine, the government compounds the difficulty by 
applying to shipping companies , operating in a worldwide competitive environ-- 
ment, antitrust and regulatory policies that are designed primarily for com- 
panies in domestic conmierce and which are not applied to foreign competition. 

Subsidised carriers have interests that conflict with the unsub- 
sidized carriers. U*S. flag liner operators compete with U*S* owned foreign 
flag non-liner operators. The interests of U#S, flag operators are often 
not consistent with the interests of U.S. shipyards. The interests of rail- 
roads and trucklines in carrying Import/eKport cargoee are not always consist 
tent with the interests of ship operators. Ports oppose shifts in ssrviee 
through feeder systems , land-abridge movements or other substituted service 
chat ship operators may wish to implement in the interest of efficiency. 

Conflicting ppliclee within the government tend to reflect the in- 
terests of the conatltuencies that the individual agenclas regulate or 
represent. The Federal Maritime Conmisslon (EMC), Interstate Comierce 
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Commission (ICG) and, to a lesser extent, the Civil Aeronautics Board (CAB) 
each seek to control intermodal movements of import/axport cargoes; not 
necessarily because each wishes unilateral power but because each focuses on 
that segment of the transportation with which it is primarily . concerned, 
Similarlyi the Department of Transportation and the Department of Coranerce 
have independent and sometimes conflicting programs in research, promotion 
and regulation of the merchant marine. Each department has a different per- 
apective* a different perceived mandate , andj consequently, a different set 
of programs* IhG Department of Defense, through the Army Corps of Engineers, 
the Military Seallft Comiand, and as a major customer of private ahipbuilderi , 
also exerts a significant influence on the health and growth of the U.S. 
merchant marine - 

The technological changes that have produced the intermodal revolu-- 
tion have presented significant and as yet imfulfilled challenges to the fed- 
eral regulatory community. Tariff filings, rate structures , through bills of 
lading and minlmim cost routings have not in practice kept pace with what 
could be done in theory. We haw innovative tariffs, substituted servicaSs 
and feeder systems j but we do not have a coniiitent view on the part of the 
Federal Maritime Commission, the Interstate Commerce Conmiisslon, the Depart- 
ment of Justice, Che Courts, the Congress and the Adminlitration tcfward the 
full development of these innovations. Shipping confere.nces have failad to 
implement intermodal authority, and the carriers themselves differ on the 
best approach to Interroodallsm in the current enviromnent. 

The mc, ICC, CAB and DOT have established the Interagency Comiit- 
tee on Intermodal Cargo, The items already scheduled for consideration by this 
continuing government farum include tariff filing procedural refomSj through 
bills of lading, commodity dGocriptions and coding, and legal impediments to 
intermodal transport. While some progress can be realised through such multi- 
agency cooperation, the problem of conflicting interests by each of the agen- 
cies suggests that legislative action may be required. 

Closely related to intemodalism Is the question of carrier and port 
interests in operatlpn of port facilities. Ports should be atolnistered pri- 
marily as transportation links between the inland and ocean carriars, not as 
land developers, landlords, or employment agencies* Questions remain whether 
the federal government, local govertmentj or private development of ports 
can best serve the U,S, merchant marine. Should ports be treated as public 
utilities, civic bodies or private enterprises, and to what eKtent should 
centrally supplied cDmiodity md ship forecasts determine port development? 

When each port served a relatively limited hinterland and ocean 
freighters could economically call at several porta, the development of sev- 
eral autonomous compsting ports on each coast was desirable. Now each of 
these ports has a vested interest in the continuation of its economic life 
(including not only the capital facilltias in the taminals but the job 
opportunities for longshoremen i custorfiouse brokers, forwarding agents, and 
other service fimctlons associated with port work)* As a result, many ports 
resist the realignmant of traffic flows Inherant In full application of 
contemporary transportation technology. Operators of new, high productivity 
ships contend that they can provide the most efficient service only if they 
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can reduce their port time. One method of reducing port time Is to serve as 
few ports as possible while attracting cargo from a large hinterlands 

Potential conflicts between ports and carriers are not limited to 
the liner trades* During the pant decade^ there has been an Increasa in the 
percentage of foreign coiimierce (tonnage) carried in specialized^ non'-liner 
ships (82% in 1961 vs, 89% in 1971). The rapid growth o£ trade in such 
traditional bulk commodities as crude oil^ ores and grains la only partially 
responsible for the increase. The economies of scale of shipload movements 
have bean extended to several major coiranodltlea that historically mo%^ed in 
liners, for example ^ pulp and paper produGtSi packaged lumber products ^ auto- 
mobiles- These movements have led to development of large volume ^ specialized 
bulk and neo-«bulk facilities to replace smaller, more numerous, multi-purpose 
terminals* A revitaliEed U.S. flag bulk carrier fleet will need such facili- 
ties. 

Intercompany cooperation ^ wrhether OTiong the ocean carriers or be- 
tween ocean carriers and inland carriers or ocean carriers and ports, is 
severely restricted by the conflicting jurisdictions of the fHC and ICC and 
the sometimes conflicting philosophies of these agencies and the Department 
of Justice. Pursuant to Section 15 of the Shipping Act 1916, common carriers 
by water or other persons subject to the Act, may enter into agreements which, 
upon MC approval J are given antitrust inimunlty* Such approval is generally 
given when conference or rate making agreements in the U.S^ foreign trade are 
being established^ Increasingly , Seetion 15 agreements are being filed by 
carriers interested in discussing other matters, such as joint terminal opera- 
tlons and rationalized fleet sailings* Section 15 p however, dees not extend 
antitrust liranunity to acquisitions, mergers^ and other acts which the Depart-- 
mant of Justice considers In violation of the large and complete body of 
antitrust law, or so the courts have seemed to hold* 

MC's Vice Chairman I George Heam, presented the conflict between 
the F^C and the DOJ in a speech before the Propeller Club of the United States 
in San Francisco, October 12, 1973 1 

**The Department of Justice has not taken a position when 
foreign countries and their mar chant marines have formed 
corporate combinations which are contrary to our antitrust 
policy and laws. It appears that while such is peirmisalble 
for foreign participants in United States ocean commerce, 
when the same Is engaged In by our own carriers, the tr-^ 
senal of federal antitrust weapons is leveled against it. 
For the Justice Department to aequiegce In actions taking 
place In other countries which have a direct effaet on 
our foreign commerce, and then attempt to obtain jurlidic- 
tlon over and restrain Merlcan firms from competing with 
the same tools Is not. In my opinion, in the beat Inttreet 
of the foreign commerce of the United States. This negative 



i**lT*S* Department of Commerce, Maritime Admlniat ration, Mc^Ad Annual Report^ 
Washington, D. C. , 1972, p, 90, 
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--approach by the Dapartment of Justice md the other par- 
ties » , , will seriously hamper and limit the competitive 
thrust of the Merican merchant marine and negate the man- 
data of our shipping laws for equal treatment of all flag 
carriers. Such a result is especially odious when the 
balance is weighed against our own merchant fleet * parti- 
cularly at a time when our country la attempting to do 
everything possible to alleviate trade deficits , Increase 
employment^ and place Amerlcsn corporations, which must 
compete internationally, in a viable competitive position* " 

VJhile examining the influence of our antitrust laws on the merchant 
marine j we should also examine the application of our regulatory laws. Sev^ 
eral administrative provisions of our subsidy programs might be contrary to 
the intent of the Congress when applied in the current competitive environ^ 
ment* Sections 6050, 804 and 805A of the Merchant Marine Act of 1936 , In 
particular j inhibit management's ability to respond promptly and effectively 
to foreign competition and changing markets. Further eKamlnatlon of Section 
28 of the Merchant Marine Act of 1920 might suggest directions in which U.S* 
flag carriers and the inland carriers could develop rates and services that 
would give the U,S. flag carriers an advantage in the market place. 



^ ^Sections 605C, 804 and 805A of the Merchant Marine Act of 1936 and Section 
28 of the Merchant Marine Act of 1920 are smBDiarl^ed as follows i 

605C — No operating differential subsidy contract will be made 
for essential service that i^i in addition to exlitlng earvices unless 
the Secretary of Consnerce (after hearings) finds that the existing 
service la Inadequate, Also no contract shall be made If the Secretary 
of CoTOaeree finds that such a contract would give undue advantages or 
be imduly prejudicial, as between citizens of the U.S* in an essential 
service* 

804 — Except as provided in a "grandfather clause'% it shall 
be unlawful for any contractor receiving operating differential sub-- 
sidy to operate any foreign flag vessel which competes with m essential 
American'- flag service. 

805A — Except under limited provisions , it shall be imlawful to 
pay operating differential subsidy to any contractor engaged in domeitlc 
intercoastal or coastwise service. 

. 28 No comon carrier subject to ICC shall collect any Joint 

rate to or from an overseas port by a water carrier in foreign comerce 
which is lower than that charged tor the s^e service (dlstanee & 
route) wholly within the U.S., unless the water carrier is U,S, flag. 
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In Seapow&r magazine, September 1973, Mr. Robert A, Carl (special 
assistant for transportation , Office of the Assistant Secretary of the Navy, 
Installation and Logistics) presented a controversial but valid point of 
View I 

''I should like to sbb^ therefore, an indepth review of 
ail our subsidies and a consolidation, merger, or consor- 
tium formed of larger single companies and elimination 
of those which provide double subsidy services in parti= 
cular areas that are not capable of supporting more than 
one servicei**. Such a realignment would also result in 
more economical and an administratively more efficient 
operation I insofar as government control is involved. 
This approach may run counter to the provisions of the 
Sherman ^tltrust Act as it is now interpreted ^ but 
Congress could amend the Act to encourage consolidation 
in a field long dominated by foreign interests*" 

There are also questions concerning the grandfather clause in the 
1970 Act (Section 804) which set conditions under which owners operators ^ 
:harters5 etc., of foreign flag vfssels can receive operating differential 
subsidy for U.S* flag vessels engaged in the carriage of bulk cargoes. Sev- 
eral of the recent construction subsidy applications submitted by U.S. citi- 
gans contemplating charter of vessels for their economic life to foreigners 
appear to be designed to circmvent this basic policy issue. 

The focus of our attention should be on how to make our ocean trans-- 
port systems responSl^/e to the needs of the user, without unduly limiting 
carrier discretion. The U,S, regulatory system is not meeting this challenge. 

The self-policing aspects of the conference mechanism has not worked 
well* Significant overtonnaging on the major routes has encouraged noncon-- 
ference carriers to compete vigorously with conference carriers to the extent 
that some conferences are losing memberahip. At the same time, the Innovative 
Associated North Atlantic Freight Conferences has not fulfilled its promise 
as a self-policing body. The general increasing inability of the conferences 
to police themselves and to respond to shippers- needs has resulted in a rise 
of government intervention. For example^ Canada has recently adopted a sys-- 
tem of merchant marine surveillance and several countries are developing their 
own merchant marines as a way to protect their trades and carry a share of 
their cargoes. The so-called 40-40-20 cargo sharing plan deserves careful 
consideration, and not the outright rejection some advocates of traditional 
forms of international trade have given It.^^ "Freedom of the seas" may be 
a worthy doctrine ^ but only if all players follow the same rules* 

C, Federal Aid 

The President, in his merchant marine message to the Congreas on 
October 23, 1969, stressed that both government and Industry need to make a 



^^The 40-40-20 cargo sharing plan provides 40% of the cargo for the merchant 
fleets for each of the two trailing nations and 20% for an outside or third 
flag carrier* 
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substantial effort to reverse the sharp decline in American shipping and 
shipbuilding. Accordingly, ha announced a new maritime progr^ whose objec- 
tive was to "replace the drift and neglect of recent years and restore this 
country to a proud position in the shipping lanes of the world*" 

That new maritime program to upgrade the U.S. merchant marine be= 
came law under the Merchant Marine Act, 1970, The announced purpose of 
Congress in this new legislation was to provide for a long-range merchant 
shipbuilding program, a general lessening of dependence on operating different 
tial subsidy for the liner carriers and the build-up of our bulk eonmierclal 
carrier fleet in the foreign coOTnerce of the United States* 

The goals of this program are still to be fully realized, but it 
is generally accepted that the program is working. In a recent report to 
the Congress i the Secretary of Commerce stated: 

"The President's progrffln has invigorated all segments of 
the maritime industry. It has instituted the largest 
commercial shipbuilding program ever undertaken in this 
country in peacetime. The new^ highly productive ships 
being built under the progrm will greatly enhance the 
competitive position of Merlcan flag lines* Additionally , 
as a result of the improved outlook for the merchant 
marine, a welcomed stability In the shipping industry "S 
labor-management relations has been achieved, "^^ 

The United States, like other maritime powers, has sought to pre- 
serve competitive opportunities for Its merchant marine with direct and 
indirect subsidies, where necessary. 

1. Direct U*S. Aid 

Pursuant to long-term objectives in support of our merchant marine 
for commerce and defense, the United States has made available to our mer- 
chant marine substantial direct aid, including the following s 

Operating Differential Subsidy (ODS) 
Construction Differential Subsidy (CDS) 
Capital Construction and Capital Reserve Funds 
Federal Ship Loan and Mortgage Guarantees 

under Title XI 
Title XII War Risk Insurance 

Operating Differential Subsidy (ODS) is a government program of 
support to ship operators I which is Intended generally to equalize the cost 
of operation of a U.S. flag vessel with Its foreign competition. ^Is form 
of aid generally covers wages i Insurance and maintenance. The program has 



Max* Ad Annual Hepox'tf 1972, op. ait,^ Report of Secretary of Commerce 
Peter G, Patersoni p. iv. 
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been in existence in the s^e basic form since the passage of the Merchant 
Marine Act of 1936. Although the method for determining labor costs was 
changed under the 1970 Act with the introduction of a wage-index concept i the 
overall parity principle has remained the same. In 1970 Congreis extended 
ODS to bulk operators with the proviso that the Secretary of Commerce could 
pay operating differential subsidy to bulk carriers "as he shall determine to 
be necessary" to make tr cost of operating such vessels "competitive" with 
foreign flag ships. In FY 1973, CDS expenditureB totaled $226^710,926.1® 
In FY 1974, ODS contracts were awarded to four bulk carrier companies whose 
vessels will become operational in the 1975-1979 period* 

Construction Differential Subsidy (CDS) is also a government pro^ 
gram of support which has been in effect in the same basic fom since the 
passage of the Act of 1936. Under the new merchant marine law (1970), the 
subsidy goes directly to U.S. shipbuilders, ^le object of the law is to 
equalize costs to the purchaser of a U*St built vessel by granting to the 
shipyard, under prescribed standards, direct subsidies equaling the differ-- 
ence in cost between building the vessel in the U.S. shipyard and building 
that same vessel in a competitive foreign shipyard. In FY 1973s contracts 
were awarded that obligated the government to $342^385,220 in estimated con- 
struction differential subsidy. FY 1973 expenditures for construction and 
reconstruction subsidies equaled $185,877|6638 

Capital construction and construction reserve funds are substantial 
tax incentives that enable ship operators to deposit certain monies from 
vessel operations into a fund where such deposits remain tax deferrad so long 
as they are used by the ship operator for authorized shipbuilding. In eKtend- 
ing the privilege to shipping companies to defer payment of Income taxes upon 
agreement to deposit the income into a fund to replace or add new ships for 
use in the U.S. flag merchant marine, the Congress declared that the use of 
these programs "will do more than any other provision of this bill to build 
ships in the United States shipyards to be operated under the American flag''. 
As of June 1972, U.S. operators had aggregated assets of over $800^000,000 
under the Capital Construction Fund Progr™.^^ 

Title XI guarantees pledge the United States to the payment of the 
interest on and the unpaid balance of the principal on construction loans 
and/or mortgages used to finance the cost of construction of merchant vessels. 
Such federal guarantees, which may extend to 87--1/2X of the actual cost of 
the vessel s make financing of ship construction more attractive to lenders 
who in turn present more attractive Interest rates to ship operators who in- 
tend to build and operate vessels under the U.S. flag* As of Fiscal 1973| 
there were $2,579,273,493 In Title XI, approved mortgage applications or 
contracts in force, covering 456 vessels and 2^171 llghters,^^ 



^°U.S. Department of Coimaercei Maritime Administration , Mca^Ad Annual Report^ 

Washington, D. C. , 1973, p* 87. 
^^Ibid^ pgs. 7 li 69. 

^^Mm^Ad Annual Report^ 1972, op, ait.j p* 27. 
^^MopAd Annual Report^ 1973, op, ait,^ p* 9. 
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Title Xll, War Risk Ingurance, is a gover^ent progr^ to provide 
insurance and reinsurance against loss or damage by war risks whenever it 
appeari that such insurance adequate for the needs of the waterborne comerce 
of the United States cannot be obtained on reasonable terns and conditions in 
the commercial insurance market. 

2, Indirect U,S, Md 

Indirect aid provided by the federal government la also substantial. 
It comes in various forms including: the Jones Act| cargo preference and 
market development, and manpower training. 

The Jones Act is a popular nme for the law that requires use of 
U.S. flag vessels in domestic commerce, thereby eliminating foreign competi- 
tion* More formallyp it is Section 27 of the Merchant Marine Act of 1920* 
and it applies to all cargoes moving between one U.S. port and another U.S. 
port. 

Cargo preference policies, particularly for government generated 
cargoes, set aside certain cargoes for U.S. flag vessels — either solely or 
on a first-refusal basis. Market development programs, particularly through 
Joint government /industry promotion groups i such as the National Maritime 
Council, seek eKpanded use of U.S. flag vessels. 

Federal programs to develop maritime manpower include personnel 
training, data collection, and the presentation of certain merchant marine 
awards. In addition to the training program at the U,S* Merchant Marine 
Academy, several state academies train personnel to man ships and otherwise 
support the maritime industry. 

Other general prograns of indirect aid to the marchant marine in- 
clude a vessel exchange program enabling shipowners to upgrade their ships* 
ship sales and transfer programs facilitating the uss of certain vessels from 
the national defense reserve fleet i and research and development programs for 
the development of new ship technology* port facilities and cargo handling 
systems* In Fiscal 1973, the research and development budget of the Maritime 
Administration was $29*874,922.22 ^he DOT* Corps of Engineers, Coast Guard 
and other agencies have additional research and devalopment progrms* 

D. Foreign Merchant Marine Aid Progr^s 

Most world powers consider a national merchant fleet to be vital 
to their economic and security interests . To insure the development of their 
merchant fleets* many governments have developed substantial programs. In- 
cluding a variety of subsidies. 

According to studies made by the Maritime Administration, the costs 
of developing and operating a merchant fleet vary tremendously from country 



"Jiid, p. 95. 
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to country*" - A nation having a cost advantage in one area may suffer from 
a disadvantage in another area. As a result, almost all of the nations in** 
eluded in the survey made by the Maritime Administration provide some direct 
and/or indirect aids to their merchant fleets as well as to their ihlpbuilding 
industries. Although their foms vary, such governmental aid includes i 

Operating subsidies 
Construction subsidies 

• lrade--in allowances 

. Official low interest loans 
, Interest subsidies 

Official loan guarantees 

Accelerated depreciation 

• Tax deferred reserve fimds 

Duty free imports of materials needed 

for ship construction 
Cargo preference schemes 

Cabotage restrictions. (Restricting trade in 
coastal waters or between two points within 
a country to ihlps flying that country "S 
flag.) 

In addition to these direct and indirect aidS| many nations offer 
a wide variety of social ^ economic and political assistance such as: 

Schools for the training of merchant seamen 

• Hospital and medical care for merchant seamen 
Social security family payments to se^en in 

addition to stated holiday and vacation 
payments 

• Laws requiring the construction of national 

flag ships only in domestic shipyards for 
operation in a nation's foreign and domestic 
trades 

• Laws specifying that materials and component 

parts for the construction of ships and 
their maintenance and repair as well as for 
food I stores and supplies be purchasad domes-* 
tically 

Based on available Information of nations that have niarchant fleets ^ 
fifty-three were Included in the survey made by the Maritime Administration, 
EKcluded were those countries! (1) whose fleet total is less than 50,000 
gross tonSf (2) whose maritime Industries are controlled by csntrally planned 
economies I such as the Warsaw Pact nations » the Peoples Bepublla of Oblnai 
Albania I Cubai North Korea md Yugoslavia , and (3) about whose merchant fleet 
little was known concerning their policies of direct and indirect assistance • 



"-U.S. Departmant of Comiarce, Maritime Administration p Mcuri^tiMe SubQidieB^ 
U.S. Government Printing Offlcei Washlngtoni D, 1971. 
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Direct and indirect aid progrms sponsored by the various maritime 
powers are extremely difficult to quantify^ however, one dominant theme seems 
apparent. Each maritime power seems to play follow the leader ^ or more prop- 
erly * *'catch-up*% within its own economic means* The question of who has the 
most generous or the most effective program is difficult if not impossible 
to establish. Marittae subsidy progrms seem to be defensive ^ and the best 
any nation can achieve is probably a balance that protects the competitive- 
ness of its fleet at a reasonable public cost. 

E* Conclusions 

After considering the influence of goverraient on the growth of the 
U.S. merchant marine, the Panel developed conclusions in seven major areas s 

1. Interdependence and Independence 

There are m^y issues concerning government policy toward the mari- 
time Industry that often involve one sector of the industry seeking a posl-^ 
tlon at the expense of another* It might prove useful to eKamine some of these 
issues more closely to determine the probable effect on the Nation of alterna- 
tive government policies. For instmce, U*S. flag ships must be U.S* built 
or undergo a probationary period before they are eligible for all of the 
benefits of U.S* registry/ ^at would be the potential advantages and dis- 
advantages of legislative action to permit any ship that meets USCG specifi- 
cation to be placed under U.S* flag at anytime? 

CDS eligibility Is another important issue. CDS is currently 
available only through U.S. flag carrier application. What would be the 
potential advantages and disadvantages of legislative action to provide CDS 
directly to any U.S. shipyard building any vessel for use In any foreign 
trade j with or without the proviso that the ship be registered In the United 
States? 

The relationship between ports and operators needs raexamination* 
Port facility Investments ^ developed Independently by each port with varying 
regard for regional requirements,^ lead to fwlltlcalj regulatory and legis- 
lative pressures on U*S. flag operators to make multi-port calls on routes 
that could be served more economically with one port call. What would be the 
potential advantages md disadvantages of legislative action to free U.S. 
flag operators from any requirement to serve a particular port with direct 
calls? 

2. Antitrust and togulatory Rsstrlctions 

The roles of U.S. regulatory and antitrust agencies may merit sig- 
nificant realigmaent In today's modem and highly interdependent trMspor- 
tatlon industrlss. For Instaice, some foreign flag operators are permitted, 
and. In some cases* encouraged to form consortia, and to allocate markets and 
revenues I while U.S* flag operators must obtain tlTC-consiralng MC and DOJ 
approval for a severely limited ntraber of such actions (often Involving court 
cases as well). What would be the advantages and disadvantages of legislative 
action to exempt regulated ocean carriers from specific provisions of the 
antitrust laws? 
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Equally important is the necessity for U*S, ocean carriers to work 
closely with inland trmsportation modes. Separate, and gotnetimes conflict- 
ing, regulatory policies and procedures limit the extent to which U.S. flag 
operators can join with domestic land carriers to offer single-^f actor (through) 
rates, through services and coordinated ship and rail or truck operations* 
What administrative changes could the MC and ICC institute without special 
legislation to Improve the ability of U.S. flag carriers to develop preferred 
intermodal services? 

3- Preferential Cargoes 

Government policies on preferential cargoes are currently being de- 
bated in both the legislative and executive branches of government* ^e use 
of tax incentives I subsidies , quotas and other methods of government control 
are widespread throughout the U*S, economy , yet the amount of governmant- 
supported cargo that is required to be moved on U.S. flag ships is currently 
relatively small (military and AID cargoes only). What would be the Impact 
on the U.S. merchant marine and on the national economy if the government re- 
quired all or a significant portion of cargoes that receive specific govern- 
ment support to be carried on U.S. flag ships? 

4. U.S. Flag Capacity 

The primary objective of federal direct aid programs is to increase 
the overall capacity of the U*S. merchant fleet to enable it to carry a more 
significant portion of U.S. imports and exports, "niere are perhaps other 
means of Increasing that capacity. For instance ^ U.S. owned ^ foreign flag 
non-liner ships constitute a significant fraction of the world's non-liner 
capacity I while U.S. flag non--liner ships are an insignificant fraction. An 
objective evaluation of the relative benefits to the economy of U.S. owned 
foreign flag ships might prove useful. It might also be me^lngful to attempt 
to determine the cost, international rMif Ications , and possible beneflti to 
the economy of bringing those ships under U.S. flag registry. 

The 1970 Act| the devaluation of the U.S. dollar, the higher rates 
of inflation in many maritime countries, the reduced manning differentials 
between U.S. and foreign ships, the favorable U.S. capital market and other 
factors may be narrowing the cost gap between U.S. flag and foreign flag ahips* 
Some evaluation might be attempted to determine what levels must be reached 
before the gap becomes insignificant, and what U.S. government policies and 
actions can help narrow the gap faster. 

5. OPS Program 

^le ODS program has shown great durability over the years md at the 
same time, as shown in the Act of 1970, a considerable degree of flexibility. 
The CDS progrm should remain dyn^lc with the continued objective of attract- 
ing more capacity. Various alternatives should be evaluated periodically. 
CDS was established when variable costs accounted for up to percent of 
total ship operating costs. Now, variable costs account for about 25 percent 
of total ship operating costs. What would be the consequences of m ODS policy 
that based payments on revenue , cargo carried, capacity provided, or utlll^ 
zatlon achieved instead of voyages sailed? 

■' 4iS ... • 
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ODS was established when marittae technology and eompetition were 
relatively static, and most ships in the liner trades were interchangeable. 
Now rapidly changing technology and competition make it risky to commit a liner 
fleet to a given service for a long period i particularly with a time-consiming 
procedure for change* What would be the consequences of an ODS policy that 
permitted subsidized operators greater latitude in changing ports of call and 
number of voyages to meet foreign competition? 

ODS was established when liner trade represented a more significant 
segment of U.S* foreign trade than is now the case. What would hm the con- 
sequences of an ODS policy that offered subsidy to all U.S* flag carriers , 
regardless of type of service, fleet mix or o^er/operator relationship? 

6, Bilateral Agreeroenti 

A question of both national and international concern centers on 
the appropriate role of cargo sharing and bilateral trade agreements in U.S. 
maritime trade policies. Bilateralism , or direct agreements negotiated and 
concluded between nations for the reservation of cargoes, is grm?ing in popu- 
larity and importance in the international maritime comunity. Further devel- 
opment of bilateralism in the next two or three decades could have a major 
impact on the siEe and mlK of national merchant marine fleets by structuring 
the opportunities available for maritime services on the principal trade 
routes* 

Whether a policy of bilateralism is ultimately adopted by the U.S. 
or notp there should be an awareness of the implications that such a policy 
would have for the U.S. merchant marine mi other related or impacted indus- 
tries. The necessary light could be shed by a study of the implications of 
bilateral trade by assigning, in effect, that a bilateral trade policy had been 
adopted earlier and has been pursued over the past ten years* This retro- 
spective view of the workings of a bilateral trade policy has the advantage of 
narrowing the range of conjecture in assessing the consequences of past and 
current policies. The results of current policies are known, or generally 
ascertainable, and only the results of assumed bilateral policies will have 
to be estimated in making the assessment. If both the results of current 
policies and bilateral policies were examined in a future setting , then the 
uncertainties of estimation are substantially increased. As a study device, 
the retrospective view will make it possible to arrive at more definitive 
Judements with respect to the effects of bilateralism or such diverse consider- 
ations as U.S. cargo flows, maritime fleets, shipbuilding, port development, 
and the volume and viability of maritime support facilities and services. 
This evaluation would be helpful in determining a desirable mi effective U*S* 
response to spreading bilateralism a policy which has prevailed in inter- 
national aviation agreements. 

7. Operational Flexibility 

The Shipping Act of 1916 contains statutory restrictions on the 
operation of vessels in International trade to insure satisfaction of national 
standards concerning mtitrust and discrimination as between shippers, ports 
and localities. 
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Many studies have been undertaken. Including one by the Maritime 
Traniportation Research Board concerning legal Impediments to intermodal trans 
portation, that identify the difflcultlsB experiencad by operators in modal 
and intemodal transportation in their efforts to improve efficiency and econ- 
omy within the present regulatory structure* All such studies have suggested 
particular remedies to reduce these legal impediments in international trade. 
Pew if any have attempted to estimate the effect of such changes on efficiency 
or economy of operations, movement to or from consortiai etc-^ and therefore 
do not make a substratial contribution to the end judpnent of whether or not 
relief from a particular legal Impediment would help attain national maritime 
objectives* 

A study should be conducted on national shipping policies under the 
Shipping Act of 1916, The study should proceed on the aestHiiptlon that a 
common carrier operation should not be limited In the type, amount or location 
of cargo It should carry. The study should not argue for or against carrier 
flexibility, rather it should concentrate on the probable effect on the na-* 
tional fleet in tems of size, composition and deployment with particular 
emphasis on the relationship between large and small carriers and with respsct 
to trade movements In the origin and destination areas. 
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CHAPTER 5 



MMAGMENT FACTORS 



A. Introduction 

It Is the entrepreneur who perceives the need and ereatss the product 
or service. Innovation and the avenues of implementation are the province of 
fflanagement. Merchant marine management factors treated In this chapter include 
organization, personnel. Investment i operations i marketing and busin#as align*' 
ments. 

B. Organisation 

Thm organization of managettent in the ocean transportation Industry 
varies from company to company* In some cases* as many as 13 individuals may 
report to the chief executive officer, while in others the number may be as 
few as 1 or 2, In some cases , area managers report directly to chief skscu-- 
tlve officers, while In others they report to ftmctional vice preiidants. 

The organization of shipping companies has changed considerably in 
recent years* Many Merioan flag shipping complies now employ the aomplax 
functional departments and divisions common to other industrial organizations* 
instead of the earlier organlasational structure which generally consisted of 
vice presidents or departmental managers in charge of traffic, operations, 
and finance. Highly differentiated specialities such as research and develops 
ment, marketing * labor relations, civil rights, flntoce, malntenaict md re^ 
pair, and government liaison must be recognized and integrated into the total 
corporation. In many cases, new skills are required from outside the original 
orgmilzation. 

Coincident with these changes* mmy companies became Involved in 
mergers and diversifications that resulted in still greater change and dis- 
location in the management structure. While some companies continue to 
maintain a domlnwit position in their new corporate structure * others becama 
a small sepient or division of a far-reaching Industrial conglomsrate. 

Although there Is no real evidence that ocean trimsportation cosh 
panies suffer from InefflQlent forms of organization, it might be eKpected that 
problems In mraagement organisation have developed as a result of rapidly 
changing teclmology Md business conditions in the industry « Improvement In 
orgmlsatlonp such as closer integration between sales Md operations i might 
enhance efficiency and significantly improve management's capacity for ex- 
pansion and growth, 

C* Personnel 

in the early development of the American flag merchant marine * top 
management generally consisted of the founding fmilles and thtlr . closest 



associates from other fields of endeavor. In iome cases * outsiders lending 
financial lupport became a part of the management te^a. During the decade 
of the 1960 's, as the old, war-built, break-bulk ships bagtn to reach the end 
of their useful lives, it becme apparent that there was a need not only for 
more sophisticated ships but also for more aggressive and imaginative mraags- 
Tsant. EKpertlae in finance, naval architecture and labor relations becme 
naceesary to management teams along with skills in advertialng^ public re- 
lations, sales, marketing, terminal operations, economics and political science. 

At the outset of the study, the Panel knew very little about the 
individuals who manage our merchant marine. Therefore, a questionnaire was 
directed to the presidents of the U,S* flag lines to try to determine the 
educational background and professional skills of shoreside managers* The 
results of this questionnaire are shown in Table 5. 

Table 5 shows that management of the merchant marine relies heavily 
on operating personnel to fill its ranks* Over 20% of the managers have 
attended a maritime academy, Forty-'six percent of the top officers responding 
sailed as licensed officers* Although experience as a licensed officer ranked 
high In the past as a pre-requislte to attaining managerial rank. Table 5 in- 
dicates that business skills are now seen as the moat Important ingredient* 

Although manapement is and has in the past been considered a positive 
Influence on the growth of the merchant marine, management competence, eKper-- 
tlse particularly In the area of business skills, should be further developed 
and eKploited as a means of enhancing growth* 

There Is seme evidence that salary ceilings imposed under the Mer- 
chant Marine Act of 1936 and subsequently rescinded may have held management 
salaries artificially low throughout the Industry* If so, changes may be 
required to attract and hold a caliber of management comparable to other in-- 
dustries* For instance, during the 1971 Fiscal Yeari eight out of ten presi- 
dents of large U*S, corporations made $100,000 or more, including salary and 
bonuses. In all industries, only 0.3% of the presidents made less than 
$50,000 per year»^^ There is some evidence that U.S. flag company presidents 
fall into the lower scale of this distrlbutioni^^ 

D* Investm ent Peels ions 

Since shortly after the end of World War II, the industry has been 
contemplating the eventual block obsolescence of its cheap, war^built, bre^- 
bulk fleet. It was not totally prepared, however, to deal with the high costs 
of specialised ships or the considerable compleKlty and sophiitlcation Involved 
in modem financing. In soma cases, the cost of the ship was only a small 
part of the replacement cost. Barges^ containers, cranes and other shoreside 
equipment added significantly to the financial burden* "Debt servicing" 
became a highly important part of the day-to-day as well as the long-grange 
decision-making reaponslbllltles * 



2^Heidrlck and Struggles, Inc,, PPofiU of a Prg&idmt^ Hndinga of a Study 

of the PreBidentB of ^eriaa's La3^e8t Compmies^ Chicago , 1972. 
^^Interstate Commerce Commission Schedules 5008, period 1/1/72-12/3/72. 
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TifiLE 5 

RESULTS OF qUESTIONNAIRE ON MERCHMT MARINE MAN.^GMENT 



Avarage nvmhmv of individuals In management-level positions 

ashore per comply 
Average age of individuals in Bamagement-level positlona 



30 
48 



61% 
128 



Percentage of managers with college degrees 
Per cant age with graduate degrees 

Percentage attended Kings Point 12% 

Percentage attended other maritime academies 10% 

Percentage sailed in licensed capacity 29% 

Percentage of top sIk officers who were promoted from within 90% 

Percentage of top sIk officers who sailed as licensed officers 46% 



Skills most likely to reach management levels ranked In order of importOTce* 

1* Business Administration Graduate 

2. Marketing Specialist 

3. Licensed Officer 

4. Account mt 
5 • Engineer 
6# Lawyer 



Matters requiring the most executive 

Currently 

1* Operations 

2. Flnmice 

3. Marketing 

4. Government activity 

5. Other 



time md attention. 
Ideally 

1. Operations 

2. Marketing 

3. Finmce 
4* Other 

5* Government activity 



Severe constraints to growth in order of Import roce 



1, Union attitudes 5. 

2. Labor competence 

3* Government regulations 6. 

4* Capital requlreMnts 7* 



Stockholder/parent compmy 

attitudes 
Competition 

Management competence available 



Positive considerations for growth In 
1. Union attitudes 
2* Management competence 
3* Labor competence 
4. ODS/CDS 



order of ImportMice. 

5. Prospects for reserve cargoes 

6. Other government support 
7t Revaluation of dollar 

8« Cabotage 



Sources Questionnaires atolnlstered by the Marltlm Trmsportatlon Research 
Board, Janua^ 1974, All major U*S. operators queried. Six ques- 
tionnaires were retUMed. 



Many of the eubsidl^ed lines had accuaulsted substantial replacement 
funds through the years since World War II by the use of tsK-deferred capital 
construction fund deposits | others were not so fortunate. In elthar casej the 
financial problemi involved in such a massive replacement progrM required a 
combination of legal * financial , investment and government expertise. 

A number of governmental aldsi provided through legislative action, 
played a significant role in attracting the capital necessary to effect the 
replacement progrim. Th&BB aids which were treated in depth in subchapter B 
are: 

(1) The 1936 Act which peraltted, and in some cases required, 
taK'-def erred reserve fund deposits of depreelatloni earn- 
Inge, and other specified monies - 

(2) Construction subsidies which loade it poesible to build 
ships in U.S. yards at prices comparable to those in 
low-cost foreign yards i 

(3) Operating subsidies which were designed to equal toerican 
costs, primarily In the category of crew wages i subsis- 
tence, maintenance and repairs and InsurOTce, with the 
operators predominant foreign flag competltorB in each 

of the various trade routes* 

(4) Title XI mortgage guarantees which made it possible 
for Merican flag owners to borrow money at or near 
the going rate on govemment borrowings. 

At present, the greatest demand for financial aid is in the construc- 
tion of tankers. Shipowners have found the financial aids provldsd for bulk 
carriers in the Act of 1970 to be attractive, particularly for vessels Intended 
to trade between foreign and UtS. ports. There appear to be few incentives 
to build Asaerlcan vessels intended to trade primarily between foreign ports* 
Foreign built ships registered in countries offering tax advantages and cheap 
crews seem to be in demand by shipoiimers. 

Table 6 shows a cash flow comparison used by a U.S. eoBpawiy In making 
an investment decision on whether or not to build and operate m foreign flag 
ship. This analysis is supported by Tables 7 md 8 md Figure 3. These cal-- 
culations, which were validated by two other companies in similar investment 
positions, provide the rationalisation for foreign construetlon and operation 
of vessels by U.S* companies* They also tend to confine the continued required- 
mint for subsidy support for U.S. flag operators * 

Table 9 was prepared by m Investment firm using somewhat different 
assmptions than those used in Tables 7 md 8. Table 9 demonstrates the 
advantage provided to U.S* owners by the CDS and leveraged financing- ^e 
financial advantages facilitated by Tit la KI guarantees » Investment t^ cred* 
its and accelerated depreciation are treated Cln the footnotes to Table 9* 

Perhaps the most salient point that can be made in comparing these 
two sets of pro-foraa financial data Is that under certain conditions there 



TABLE 6 

U. S, AND FOMIGN FL^ VESSELS 
ANMJAL CASH FLOW REQUIMMEOT S 
(BasiBV 1974 Data) 
(000 's Omitted) 



70|000 C 



Coflstruction Cait (a) * $ 27,300 * 

Annual Operating Costs (b) 2^940 

Annual Cash Flow Raquirtmints 
(Flrit 6 Years) 
Lean Amortisation Basis 
Hortgage Terms - Note (e) 

Required Owner Revenue (e) 7,649 

Lessi pirating Costs 2,940 

Interest (Average) 614 

Depreeiatien (20 years) 1>36S 

Profit Before taxei 2s 730 

T^ei <U,S. a 50%) i*365 

Profit After Taxes li363 

Add I Dtpreciatiea A^3M 

Cash Generation ' 2,730 

'L€iaf U)an Ratireffleat 28 730 

Cash Generatioii $ 0 

Notes I 

(a) Coostruetion Cost/El?! $ 390 



(b) Mnual Operating Costs ineluded 
Kttning, Halntensnae, itores, 
Insyraiiee and ^Unagement 



Fereign tol^rjlggffl Foreign 

i 18,200 ^ S 42,600 $ 26,150 

1,573 3,$39 1,902 

3,803 10,985 5^106 

1,573 3,6J9 1,902 

410 959 538 

910 2,130 1.308 

910 4,260 1»3Q8 

- _ hi^ _ 

910 2.130 ip308 

910 2,130 1,308 

1^320 4,260 2,616 

1,820 4,260 2,616 

10 $ 0 $ 0 

I 260 $ 355 i 217*9 



M Hortgage Tenaa 

I Construction Cost 60% 

iimmt $16,380 

Xerm ^ years 

Interestt Hate 7-^1/2% 

Annual Payment I 2,730 

(d) Equity 10,920 

(e) Equiv. Eequifed Charter Rate 

Oil Revenuis Susaira/LtA< $19.65 



Oiarttr Savenue^Voyage Costs* 

Ovmer Revenue 
Voyiga Coats I Ameriou and 

Forai^ Flag Assus^d Equal 



601 601 60% 

110,920 $25,560 $15,690 

6 years 6 years 6 yeara 

i^im 7-xm 7^1/2% 

$ 1,820 $ 4,260 i 2,616 

7,280 17,040 10,460 

$12.37 $15.69 I f .28 



*TWo companies asksd to validate the data auggeeted that QonstruQtlon costs 
were imderitatad. It Is raoognlEad that inflationary prMSUres have foreed 
eonstfuccion costs sotoawhat higher. 

Source I A major U.S, co^any operating foreign flag vessels , 3/18/74, 
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TABLE 7 



PROJECTED U.S. AND FOREIGN FLAG 
OPERATING COSTS 
1977 



Flag Aaerican Potelgn 

DWT and Type of Vessel 70,000 Tanker 70,000 Tmiker 



Crew Costs $1,218,500 $ 561,900 

Subsistence 59,100 55,800 

Stores, Supplies & Equipment 156,000 156,000 

MalnteniBiee and Repairs* 500,000 237,000 

Insurance ; * 
Hull & Machinery @ 2-1/2% Hull 

"aiue 682,500 450,000 

War Risk @ 2O0/$1OO Hull Value 54,600 36,400 

P&I @ $5.00/GRT 178,000 @ 85e/GRT 30,260 

Tovalop 3C/GRT 1,068 1,068 

Uninsured Loss 50,000 25,000 

General Operating Expense 40,000 20,000 

Total tenual Cost $2,939,768 $1,573,428 

Gross Tonnage 35,600 T 35,600 T 

Hull Value (000) $ 27,300 $ 18,200 



*ftie cofflpany asked to validate this table suggested that Insurance costs for 
U.S. oparations were considerably overstated «id that general operating costs 
were understated and should be constant for both U.S. aid foreign. 



Sources A major U.S. coB^aiy operating foreign flag vessels, 3/18/74. 
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TABLE 8 

PROJECTED U.S. MP FOREIGM FLA.G 
OPEBA.TING COSTS 
1977 



Flag ^erican Foreign 

DWr and Type of Vessel 120,000 Tanker 120,000 Tanker 



Craw Costs $1,218,500 $ 561,900 

Subsistence <@4.S0) 59,100 C@4.25) 55,800 

Stores, Supplies & Equipment 156,000 156,000 

Maintenance and Repairs 640,000 320,000 

Insuraiice : 

Hull & Machinery 0 2-1/2% Hull 

Value 1,065,000 653,700 

War Risk @ 2O0/$1OO Hull Value 85,200 52,300 

P&l @ $S.0O/GRT 323,000 e85t/GRT 54,900 

Tovalop 3<s/GRT 1,900 1,900 

Uninsured Loss 50,000 25,000 

General Operating Expense 40,000 2O»0Q0 

Total Annual Cost $3,638,700 $1,901,500 

Gross Tonnage 64,600 1 64,600 T 

Hull Value (OOO) $ 42,600 $ 26,100 



Source; A major U.S. company operating forelpi flag vessals, 3/18/74, 
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MLE 9 

89,700 DEADWEIGHT TON TAKKER 
(1978 Dallvery) 
Comparative Total Cash Coat Per Year 
(EstlTOated) 



Case_I_ 

ro^rglgri Fjag and Foreign Construction. 
{Permanant Financing With Ownership 
In S ponsorj 

$25,778,563 

0 



$25,778,553 



$ 6,444.641 
$3 2,223,204 

70 % 
$22/536,242 
7 Years 

8% 

$ 4,332,377 
$ 1.700,000 
$ S ,032 ,377 

*Thase additional costs, astlmated at 25 percent of shipyard oost (net of CDS) , may 
include items such as (a) non-shipyard costi of Qutfitting and preparing the Veasal 
for service including items euah as inipection fees, stores and equipment, (b) 
interest and fees for guarantees of the interim financing prior to the dallvery of the 
Vessel, (c) fees and dlsbursenients of Gounsel for the Ov^ners, the purchaiers of the 
BQndi^ the Charterer, the Interim lender and the Trustees ^ (d) the cost ef docufneiiting 
the Vessel and {e) commitment fees of the equity, if any, printing oosts , if any, 
racardlng fees and other miscellaneoui fxpenies of the transaotion, 

**This effective interest rate is the rate rieeded to present value the bareboat charter 
charter hire payments due , back to the vessel cost. It reflects 1% Invtitment tax 
credit^ 14^5 years asset depreolation range, an assumed interest ccstef 9*00% fcsr 
U ,S * government guaranteed Title %\ debt equal to 70% of veiaal cDst and a time 
oharterer with top credit rating. 

***Thls amourit represants approKimately a 3 .90 percent iemi-annual in arreari bare- 
boat oMrter hire payments 

♦#**j3lfiji^ted annual operating aost in year of deilvery • No ODS assurned. 

SQuTcai Cooltdge, Nlcholag J.| Kidder, Psabody & Co. , October 17, 1974. 



Case 2 

U.S. Flag and U,S. Construction 
(Leveraged Perrnanent Financing With 
Ownership In Financial Institution) 



Shipyard Cost 

Construction Differ- 
ential Subsidy at 33,66% 

Shipyard Cost (Net of CDS) 

Estimated Additional Costs 
(Assunned to be 25% of Shipyard 

Cost) - Met of CPS* 
Cost for Financing Purposes 
Percent Financed 
Amount Financed 
Term 

Interest Rate of Financing 
Annual Loan Amortization 
Eitlmatad Operating Cost 
Total Cash Cost/Vear 



$38,787,563 
S 13.0O&.O0Q 

$25,778,563 

$ 6.444,641 
$32,223,204 

100% 
$32/223/204 
25 Years 

6% (effective)** 

$ 2,513,410*** 

$ 2,650,000 **** 

$ 5,163,410 



may be advantages Co building U,S. ObvlDiiBly, U.S. companies traditionally 
involved in foreign flag ownership are watching changing conditions with 
active interest. 

nie industry broadly has supported cross trading^ particularly for 
bulk and tanker vessels^ which now, under the Act of 1970, are eligible for 
construction and operating subsidies. It would be more attractive to poten- 
tial investors If these vessels were perniicted, Ju^t as are the vessels of 
other maritime nations ^ to trade entirely between third countries if such trade 
develops earnings which cannot otherwise be obtained when the vessels are re-- 
stricted to trading into U,S. ports once a voyage, 

Tlie privata sector should be encouraged to seek opportLmlties that 
will make buying itoerican built ships competitive and not rely on the govern- 
ment to provide incentives to increase growth* 

E* Operations 

The introduction of the new specialised types of ships not only are 
costly in themselves but require eKpenslve ancillary equipment or service 
installations. In addition ^ they require new specialized management skills 
and talents* 

Economic analysts must be constantly alert not only to present cargo 
movements but to trends developing that may affect or change the pattern of 
cargo movements in the short- or long'-terin future. 

Experts in the field of political prognostication are also a neces- 
sary part of management to provide answers to a nmnber of quastioxiBt What 
are the trends that are developing in the governmental structures at home and 
abroad? How will protectionism and bilateralism affect the traffic trend? 
What will be the effect of the fluctuations of the U*S. dollar as related to 
foreign currencies? OTiat will be the shipping requirements of the military 
over the comlag years? Where will civilian unrest or warfare erupt? Where 
will governments fall or change? What will be the result of the "lesser 
developed nations*' demands for a more dominant voice in ahipplng practices 
affecting their own area of interest? All of these are current and long-range 
problems requiring management attention* 

More important than ever are cost Information systems. With infla- 
tionary trends I both at home and abroad, management must have up-to-the- 
minute and accurate Information about cost factors and changing trends ^ not 
only for proper rate^making but for operational decision making* 

A purvey of ship operating companies shows that most comprales are 
using computer based information gystems of some type for container location 
and Identification, off-ehore personnel data, off-shore payrolls s cost 
accountings and inward /outward freight dDCumentstion and shlp^oa^d invento- 
ries. Few companlei have developed ays terns for markst fc* recasting^ ship 
scheduling or maintenance and repair* 

Although there have been several attempts to introduce government 
sponsored information syetems into the industry, the latest being the 
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Shtpping Operations Inforniatlon Systemg acceptance has not been overwhelinlng. 
The lack of sophisticated Information systems has held the merchant marine 
industry behind other industries in the quality and quantity of Inforroation 
used in making dally or long-range operating decisions. 

New highly technical ships require and use many modern devices de- 
signed to improve the efficiency and safety of the ships s their officers and 
crew and at the same time protect the environmental rights of others. Many 
ne^ features and techniques have been added in recent years: automated or 
semi-automated engine room control, radar , anti-collision radar ^ ehlp-^to-shore 
telephone coimnunicatiDnp quick-opening hatches , computerised etowagep refrig-- 
erated cargo facilities ^ liquid cargo capability, etc* 

In addition to drOTiatic changes in shoreside management , shipboard 
officers and crew members have also been improved and upgraded* The merchant 
marine schools such as the federally sponsored Kings Point Academy and the 
several state academies have produced an abundant pool of well-educated, 
technically oriented and experienced officers. A nmber of imlon sponsored 
training schools have similarly done much to upgrade the skills and talents 
of unlicensed personnel. 

Environmental regulations and the energy crlala are the latest , and 
possibly most serious * problems to beset shipping management in recent years 
and, to some extent, are Interrelated. 

Mtl-pollution and environmentalist groups have been moderately 
iuceeseful In their efforts to enact legialatlon directed toward the protec- 
tion of the atmosphere and waterways. Some of these laws require substaiitlal 
changes in the operational practices of conmercial users of waterways that 
will subatantlally IncrBasa operating &ad conitructlon costs* For ©Kample, 
the state of Washington recently enacted legislation (signed May 29 » 1975) 
requiring pilots ^ construction features and other precautions for vassals 
entering the Puget Sound, 

The energy crisis likewise presents a serious problem to the shipping 
industry. The shortage of fuel, coupled with the rapidly escalating cost of 
the available supply * will tax the ingenuity of nanagers to cope with Che 
problem. 

Schedules must be arranged to eliminate unnecessary port calls or 
steaming time; speed must be reduced for the most efficient use of fuel sup- 
plies* It may even be aeceasary to curtail aalllnga or coordinate sailings 
vith competitor's lines. Management must be constantly alert to see that 
freight rates are adjueted to cover the sizable and frequent increaaes in the 
cost of fuel. 

J* Industry AllgmientB 

Merchant mariae management has formed a nimber of industry align- 
TOents for a variety of purposes including labor negotiating p rate making t 
pooling, and legielative lobbying. Table 10 provides a SOTpling of typical 
ladustry organisations^ their purpose , and membership. 
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In general, the role these organisations play in the growth of the 
merchant marine is minimal. The one excaption is in the broad area of steam-- 
ship conferenceg and pooling arrangements « Closely allied with this problem 
are the activities of UNCTADj the United Nations Conference on Trade and 
Development* Although not a management organisation its influence 

may have a far-reaching effect on pooling and conference practices. 

The liner conference system^ which has been in eKistence for nearly 
100 years, consists of informal associations of liner companies servicing 
common trades. They act together to set a uniform rate structures coordinate 
sailing schedules and police trade practices. Some 380 conferences are now 
In operation in world trade. They dominate most of the major ocean liner trade 
routes and in turn are dominated by the traditional maritime nations. 

Steamship conferences were exempted from antitrust action in the 
United States by the Shipping Act of 1916 and subsequent legislation. 

Pooling and sailing agreements are basically arrangements for sta^ 
bilizing earnings and eKpenses by apportioning revenue, cargo and sailings. 
Pooling and sailing agreements are legal under the 1916 Shipping Act provided 
the agreements are filed before the appropriate regulatory agency. 

Conferences and pooling arrangements have been controversial since 
their inception. By and large U*S, regulatory agencies have little control 
over the conferences because of their lack of jurisdiction over foreign opera- 
tors. In December 1973, a major U,S* operator arinouaced its inteiitioii to 
withdraw from conferences involving the Taiwan and Hong Kong trade. The 
disagreements which was later resolved , was based on dissatisfaction with rate 
levels and rebate policing in the conference In the face of stiff non-- 
conference competition. 

The whole area of conference and pooling arrangements should be 
restudled to anticipate their role and influence in a changing merchant marine^ 

G, Marketing 

Marketing considerations are covered In depth in Chapter 7, 

H, Conclusions 

After eonsldering the role of management in determining the growth 
of the merchant marine, the Panel developed conclusions in five areas. 

1, Organization 

The success of any organisation Is dependent in part on how easily 
its executives communicate and how efficiently and correctly its daily busi- 
ness functions and future planning activities are accomplished. The key to 
this success is dependent to a great extent on the organization and how the 
various diverse functions are integrated into the total activity. 

The merchant marine Is subject to a high rata of technological and 
market change* Some highly profitable companies have eKperienced drastic 
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and iniinediate financial setbacks coincident with tnarket changes and/or intro- 
duction of new technology. On the other hand, some companies with formerly 
poor profit records have enjoyed altnost instant success under new management 
philoeophies. In recent years, management has been required to shift rapidly 
from crisis to crisis, Durinp some periods, the major concerns have been with 
labor; during other periods^ marketing, finance, or perhaps engineering have 
consimaed the largest share of management time and attention. An organization 
must be flexible and capable of anticipating its future problems. It is pos-- 
sible to generalize that management in the merchant marine industry has moved 
from a relatively stable business environment to a more dynamic environment 
subject to rapid change, 

Some authorities contend that industries faced with rapid rates of 
technological and market change produce different demands on an organization 
than do more stable industries. They further suggest each industry should 
organize according to the specific demands of its environment,^^ 

A study to identify the organizational characteristics required from 
management in the modern ocean transportation industry might be ULaful in 
helping to develop effective maritime management organizations. 

2 . Personnel and Mii na gement Skills 

The personnel and skills necessary to operate a modern merchant ma-- 
rine are changing* However, questions remain as to what types of skills are 
needed and where these skills ami best be found. 

The merchant marine academy graduate has played. a vital role in both 
the operation and management of the merchant marine (currently providing 
approximately 20% of the industry's ohoreside managers)- There are questions, 
however, about the future role of merchant marine academies and whether they 
should provide training in both operating and company management skills , or 
concentrate on operating skills alone* For mKample^ one steMship company 
president in response to a panel questionnaire made the following observations 

"Heretofore the management personnel of many steamship 
companies was promoted from its ample supply of operating 
people* Most commonly promoted were Deck Officers , PuraerSi 
Stevedore Superintendents and Supercargoes* This sourcG of 
supply has virtually disappeared because i (1) due to mech- 
anization and automation the number of jobs in those cate^ 
gories has materially decreased | and (2) the union pay scales 
and generous fringe benefits have made management jobS| with 
their related pressures, unattractive* Jobs ashore (uptown) 
will have to be made more attractive. It la difficult to 
persuade a ship's Master who earns an annual salary of 
$40j000 and receives five months paid vacation each year to 
come ashore and work as a Port Captain earning $25,000 per 



^Lawrence, Paul R. , and Lorschp J.W. ^ Orgmization md Emivomi&nt^ Mmaging 
D'Lff&rentiation and IntBgration^ Harvard Businees School j Boston, MA, 



''annmii, entitled to four waaks of paid vacation and 
subjected to the daily pressures of a managsmant pDsi^ 
tion. Lastly 5 today the art of managing is more complex* 
A higher level of education is required, an understanding 
of fir»ance and law is required and a high level skill in 
hiroan relations is a must. Licensed 'school-ship' officers 
could I of course, mmet some and develop the balance of 
these requirements," 

It is also apparent from the questionnaire t^ it company presidents 
are seeking business school graduates for top level positions* 

Because of the growing sophistication and increasing compleKity of 
ship operations i it is bacoming apparent that maritime academies must concen^ 
trate and BpeciallEe in the mechanical p navigational and envirormental pro- 
tection skills that will be required of the coming generation of merchant 
marine officers* The equally challenging business management courses may be 
difficult to mix successfully in the s^e four--year curriculum^ The merchant 
marine academies are presently providing skilled men for vessel operations* 
TTie types of high caliber officers they provide should be motivated to remain 
at sea where their skills are sorely needed 5 and not encouraged to eventually 
move into shoreslde management positions* 

At the same time^ the industry should be able to turn to major U*S* 
business coll&ges for managerial talent* Few business admlnistratipn schools 
provide courses in ocean carrier management and in fact interviews with pro-- 
fessors of transportation show little appreciation of ocean transportation. 
This deprives the industry of the exposure to the most modem techniques of 
business management and results in a slow response to changing business condi- 
tions, attitudes and techniques, 

3. Inve s tmen t pe cl s ions 

Investment decisions critical to the growth of the U.S. merchant 
marine appear to fall into three categories I (a) liner operators | (b) tanker 
operators J and (c) dry bulk operators. 

(a) Liner Operators 

Liner operators during 1974 eKperienced Lmprecedented improveinents 
in their load factors outbound creating, in many cases, undercapacity situa-- 
tionst At the same time, with U.S. shipyards running at near capaeityi there 
are very few liner type vessels on order or being considered for CDS. The 
short-term outlook for liner trades p as eKplained in Chapter 3, is favorable. 
What steps can be taken to attract liner operators to Increase their invest- 
ments in equipment and how can the lag time be reduced to take advMtage of 
iranedlate demand? 

(b) Tanker Operators 

Many tanker operators have recognised the advantages of U.S. CDS, 
ODS and othe^ald progrma. These advantages (see Table 9) together with 
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political considerations concerning the transport of petroleum products have 
created ni^arous applications for construction subsidy. As a result , U,Si 
shipyards are heavily booked with tanker orders. What steps can be taken to 
attract traditionally foreign flag operators under the U.S. flag? Can aid 
programB and other policy decisions (other than ODS and CDS) be made to el the 
bring existing tonnage under the U.S. flag or to encourage future investment 
in U,S. rather than foreign flag built and registered vessels? 

(c) Dry Bulk Operators 

The United States seems destined to be a major exporter of agri- 
cultural products and coal and a major importer of ores and raw materials. 
These commodities will move basically In specialized dry bulk ships. Chapter 
3 forecasts favorable worldwide demand for bulk carriers in the years ahead. 
At presents however j th^ ::.::isting and contemplated UaSa dry bulk fleet is 
small and diminishing. What steps must be taken to encourage U,S, operators 
to Invest in dry bulk tonnage? 

4 , Management Information Systems 

In generals Maritime Administration efforts to upgrade raanagement 
information systems have been successful in demonstrating for ocean transport 
tatlon managers the need for^ and mechanics of ^ such systems. The number of 
syetems currently in use has increased markedly in recent years* However, 
some operators are reluctant to participate In government sponsored systems 
that require industry sharing of data or input directly to a government data 
base. 

Government seed money in the MarAd manageinent information systems 
has been well spent. Perhaps it is now time to shift to the private sector 
and encourage private systemB to be developed either individually or through 
private service organisations. 

5 , Steamship Conferences 

Steamship conferences^ cargo sharing and aailing agreements have bee 
credited with creating a healthy industry on the one hand and charged with 
sustaining high and discriminatory ocean freight rates on the other* There 
is and has been a great deal of controversy over the conference system since 
its introduction in the United States as a legal entity in 1916, 

The significant factors concerning government and private policy 
toward steamship conferences are these; 

, All investigation by the House Cormalttae on the Merchant 
Marine and Fisheries in 1912 concluded that eKcluding 
U*S, operators would "*,, place ^erican exporters at a 
disadvantage in many marketa comparad to their foreign 
competitors",^^ 



^^McDowell and Gibbs, Oaem f:^mBpOPtation^ McGraw Hill| New Yorkp NY^ 1954, 
p. 391. 
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A Northwestern University Transportation Study completed 
in 1961 concluded that the conference system sustained 
high ocean freight rates » stabilized rates In the face of 
changing demand and supply, and reduced the free flow of 
capacity between markets , therefore , impairing optimal 
fluctuation In rates and capacity. The study suggested 
that U.S. companies should operate outside the conference 
system. - ■ 

Recent warnings from the Federal Maritime Commission con- 
cerning conference rebate practices and recent threatened 
withdrawals of U.S. lines from Pacific Coast conferences 
indicate a growing disenchantment with the workings of the 
conference system in the United States. 

Some authorities see a deterioration of the conference 
system due to govemment sponsorship of national flag lines, 
container service, large independent consortia and private 
fleet proliferation,^^ 

The large U.S. reserve fleet that tended to insure against 
inflated worldwide ocean freight rates is now dissipated. 

The make-up of the United States Merchant Marine is chang- 
ing md has changed markedly in the last ten years. The 
subsidized fleet Is no longer exclusively linsr oriented. 
Some of the new ships being built under government subsidy 
will operate outside the conference system. 

The International Code of Conference Practices for liner 
conferences currently under negotiation by the Onited 
Nations will have a significant impact on U.S. liner 
operators even if It is not ratified by the U.S. 

It is apparent that new concepts on conferances and cargo sharing 
arrangements must be advanced and tested against the changing nature of 
U.S. /foreign trade and the changing make-up and character of the U.S. mer- 
chant marine. 



28Ferguson, Lerner, McGee, 01. Rapping. Sobotka, The Eaonomo Value of the 
United Statea Merahmt MaHne, The Transportation Center at Northwestern 
University, Evanston. IL, 1961, p. 436. ^t. j n r u^of-i, 

29Lawrence. S. A., International Sea Tvmaport: The Yea^s Ahead, D.C. Heath 
and Company, Lexington. MA, October 1972, p. 14. 
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CHAPTER 6 



LABOl -llANAGEMENT FACTORS 



A. Introduction 

Labor-management relations in the U*S* merchant marine defy aimpla 
analysis. To Isolate potential areas for growth, it is first necessary to 
define the term labor-management relations* Major areas of concern to both 
management and labor will then be analyzed. Emphasis will be put on what im- 
pact current and future iabor-"management problems may hold for the growth of 
the U,S, merchant marine. Areas for further research will also he identified. 

Labor-management i^^^lations may be viewed as the prccedural and sub- 
stantive rules governing the conduct between management and labor* In addic- 
tion to wages I hDurs and workiT^g conditions, labor-management relations relate 
to a broad range of subjects, including (a) the recruiting, hiring^ placement 
and training of a work iorce, (b) the discipline , promotion i termination and 
layoff procedures for workers, (c) the wagep overtime, bonus and profit shar- 
ing plans for employees, (d) the het.. h, safety, disability and panslon pro- 
visions for wage earners, and (e) thr procedures for settling disputes arising 
at the work place or conference table* 

Labor-management relations in any one industry are also more than 
the Sinn of their parts. The total environment in which the parties interact 
is as impcrtant as the substantive terms of contracts* In fact^ tha climate 
surrounding the parties appears to be the key factor for successful agree- 
ments , 

Although favotablc collective bargaining relationships have been 
lacking in the past, U*S. mei^chan^ marine labor and management have now moved 
from confrontation to cooperation. 

B* Economic C limate 

For over 38 years, the U.S. merchant marine industry has used the 
collective bargaining process in an attempt to solve labcr'-management issues* 
Taft-Hartley Boards and Congressional Hearings have described labor^mraagement 
relations in the Industry as archaic, with scores of separately nagotlated 
agreements expiring on different dates. Commlssione have also pointed tc 
"catch-up" problems between diffarent se^en-s unions and costly jurisdlc- 
tional disputes as further axamplea of generally poor labor relations* 

tniere eicist other widespread nations about the state of labor-- 
management relations In the U*S. merchant marine industry* One viw suggests 
productivity and technology in the longshore Industry need lEprovai^nt^ 
Mother claioie efforts in this direction have been retarded by union work rules 
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and inadequate labor-management relations. Other critics charge that imbalances 
in bargaining powar have led to greater strength for labor organizatlong , 
Mergers and conglomerates are also cited to ©mphasiEe the growing strength of 
management . 

Examples can be found to buttress any of these opinions* In the 
longshore industry ^ disputes over gang stsei containerizationp the efficient 
use of machinery, work practices and manpower dBployment are common. In the 
U-S, offshore sector, the finger is pointed at soft bargaining, government 
subsidies, a f ractionallzed union structure and rising labor coats. 

The economic realities surrounding current labor-management rela- 
tions in the U*S, merchant marine are far from bright. There has been an 
absolute post-war decline in the number of U.S, flag ships and the volume of 
cargo carried by the U.S. fleet* (See Figure 2, Chapter 3*) Job opportuni- 
ties represent a special problem in maritime labor-management relations. 
Tables 11 and 12 trace employment opportunities for a 19-year period for the 
offshore and longshore sectors. Significant declines are registered in sea- 
faring and longshore employment. Shipboard Jobs, for example, on privately 
owned U,S. vessels decreased 54% from 1955. Longshore employment declined 
39% using the same base, 

l#iile the number of active privately owned U,S. flag ahips declinedj 
the fleets of Japan, Russia, West Germany, Italy, Greece and Poland all regis- 
cered gains. Similarly, the growth of flags of convenience was unprecedented 
during the same time period. When these trends are examined alongside the 
decline in job opportunities, the problem is placed In perspective. 

C. Bargaining Structure 

The structure of bargaining In the industry is highly diverse for 
offshore, longshore, shipbuilding and inlaiid waterway industries. Distinc- 
tions can also be made on a national, company oif geographical baaia. 

In the U.S. longshore industry, West Coast employers are organized 
into the Pacific Maritime Association (PEA). The PM4 conducts negotiations 
on a coastwise basis with the International Longshoremen's and Warehousemen's 
Union (ILWU), in these negptiations , the PMA represents 128 U*S. and foreign 
flag operators, stevedore contractors and tarmlnal operators. The association 
is the contracting party for the employers and its contracts are binding — 
aubject to ratification by members requiring a majority of total voting 
strength. 

In contrast, the East and Gulf Coasts have a markedly different 
employer structure for longshore negotiations. The major employer organlza-- 
tlon is in the pattern setting Port of New York.^^ CONASA, the Council of 



^^'Joirmal of Maritime Lcm and Comerces "OECD Study on Flags of Convenience", 
January 1973, pgs* 231-254. 

3^ The New York Shipping Association. (NYSA) has roughly 40% of th© voting 
pQWwc in CONASA and is divided between full and half voting memberi. A 
full voting member must be a direct employer of longshore labor* 
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TABLE 11 

SEAMING EMFLOY^NT SHIPBOARD JOBS 



Year Total Private Account Governraant Accoimt 



1973 


28,697 


25,327 


3,370 


1972 


31,762 


27,224 


4,538 


1971 


32,333 


27,701 


4,632 


1970 


39,500 


35,002 


4,498 


1969 


47,034 


40,142 


6,892 


1968 


53,976 


43,217 


10,759 


1967 


62,285 


46,243 


16,042 


1966 


65,,.? 78 


48,118 


17,160 


1965 


60,245 


46,923 


13,322 


1964 


54,853 


46,855 


7,998 


1963 


54,312 


47,126 


7,186 


1962 


49,083 


42,326 


6,757 


1961 


54,934 


48,351 


6,583 


1960 


54,941 


49,079 


5,862 


1959 


53,053 


46,852 


6,201 


1958 


58,765 


51,389 


7»376 


1957 


61,515 


53,451 


8,064 


1956 


70,822 


57,802 


13,020 


1955 


67,781 


55,995 


11,786 



Source? U.S* Department of Conmercc ^ Maritime Adi^rfr istration^ MaHtimB 
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TABLE 12 

LONGSHORE-AVERAGE DAJLY EMPLOYMENT 



Atlantic Gulf Pacific 

Total Coast Coast Coast 



1973 


62,100 


34,100 


14 ,350 




son 


1972 


62,050 


34,100 


14 ,350 


JL J ^ LdU 




1971 


62,050 


34,100 


14 ,350 


i Jp LdU 




1970 


61,800 


34,100 


14 ,500 


1 n irifS 




1969 


61,800 


34,100 


14 ,500 


12 p /Uu 




1968 


88,550 


50,400 


22 ,800 


15 pUUU 




1967 


88,550 


50,400 


22 ,800 


13 pUUU 




1966 


88,530 


50,400 


22 ,800 


1 J pUUU 




1965 


88,550 


50,400 


22 ,800 


15,000 


350 


1964 


88,500 


50,400 


22,800 


15,000 


300 


1963 


88,500 


50,400 


22 ,800 


15,000 


300 


1962 


70,800 


43,000 


13,700 


13,800 


300 


1961 


70,800 


43,000 


13,700 


13,800 


300 


1960 


70 ,800 


43,000 


13,700 


13.800 


300 


1959 


72,800 


45,900 _ 


11,400 


15,200 


300 


1958 


72^800 


45,900 


11,400 


15,200 


300 


1957 


74,060 


45,900 


11,400 


16,460 


300 


1956 


73,673 


45,974 


11,401 


15,998 


300 


1955 


86,327 


60,907 


10,010 


15,110 


300 



Source: U.S. Department of Conmerce, Maritime Adniliilitratioii, MoPiHme 
Matpmief Eeport, 
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North Atlantic Steamship ^sociatlona, negotlataa master contracts for laajor 
ports in the North Atlantic. Its contracts bind affiliates on seven Itemi. 
Local constderations are negotiated separately with the International Long^ 
shoreiaen'a Aasociatlon. South Atlantic and Gulf ports bargain eeparatslyi 

Geographical and organizational differences also eKlat on the union 
side of the table* On the West Coaitj the ILWU'i jiirisdlctlon covers Long- 
ehoremen, plantation workers In Hawaii, warehousemen and industrial enployses* 
PMA negotiations with the ILWU are limited to West Coast Icngshoreman* On 
the East Coast, the International Longshoremen's Aiaociatlon (ILA) represatttg 
predoniinantly longshoremGn and maritime workers on tugSp lighters and pier 
terminals. The two unions also differ with respect to the seope of contract 
nagotiationSs centrallEatton of bargaining authority, management of the labor 
force and in their approachea to the modernisation of dock worki 

rhe picture ii different for the offshore maritime Industry. Thm 
structure of collective bargaining and labor-management relations is baaed 
on a ^ell-definsd occupational structure that has developed over time* For 
management, the PMA. negotiates for four major UpS» flag operators on the 
Wiet Coast: Mataonp PaclflD Far Bait Lines, States Steamship Lines, and 
Afflsrlcan President Lines. Separate agreements are negotiated with respeotive 
offshore unions* 

Individual unions include the Masters, Mates , and Pilots (JttlP), the 
American Radio Association CAHA), Marine Staff Officers (MSO) i Marine Engi-* 
neera' Beneficial Association (MEIA) ^ the Sailors* Union of the Paclfle <SlJP)p 
and Marine flreniena * Union (MFU) and the Marine Cooks and Stewards <MCS), All 
eKcept the Jtt© are affiliates of the ^L-CIOp ^e MP Is affiliated with the ILA, 

On the Atlantic and Gulf Coasts, separate management assoeiatlons 
represent distinctly different 11*3* flag operators* The Merlcan Maritime 
Aasociation negotiates on behalf of primarily nonsubsldized operators • Its 
contracts cover licensed officer mlons and the Atlantic and Gulf Dlstrlete 
of the Seafarers International Union. A second employer assoclatloni the 
Maritime Service Gonsttlttee, represents six tJ*S* flag operators and tanker 
vessels that operate on the Atlantic and Gulf Coasts* Gontracts are negoti- 
ated with the National Maritime Union and five licensed of fleers* unions. 
The contracts cover 4 1498 workers- Added to this picture are nmnsrous XJ.S- 
oil companies and negotlatlDns wit^i Independent associations of tanker 
employees • 

If offshore managectent organlsationi are somewhat diversified, union 
arrangements are equally so. Llcenasd officers* unions cover both the Atlantic 
and Pacific Coasts * Bargaining p In some cases ^ Is on a coastwise basis « This 
is true for the WO and for the following licensed and tmlicensed unions on 
the West Coast: AM, MEBA» SITP, MFtJ and MCS* On the East Coast, the situa- 
tion la somewhat different dus to t^o unlicensed unions , the National Maritime 
Union and the Seafarers Intematlonal Union. Both are organlEed into three 
departments representing traditional divisions on board shipi The Seafarers 
International Union is divided Into the Atlantic Mid Gulf Coast Districts » 

Shipping associations are particularly subject to instability as 
they are often organized into compiting interest groups * lurthermorep It Is 
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not uncomnioTi for asaociationa to disagree over bargaining tactics or the 
costing out of contracts. Shipping asBociatlona can be ftirther divided by 
corporatg structure, financial status , areas of operationi strength md miZB, 
Jurtsdlctloii and meinberihlp stability. 

On the opposite end of the continuiffii is the structura of labor- 
managemerit Telationa in the tug and barge industry. Management iiBually 
comprises ccmpanies that ovm an^here from one to thirty boats. Little 
asaociation or coordinated bargaining takes place* Close to l^BAO compaiiies 
operate 25,225 barges, towboats and tank bargeSi Union organlieatioii is 
haphazard amd decentraliEed. The United Mine Workers * the Laborer's Union, 
the Teamsters, the Wi? md MEBA all represent a portion of the tug axiA barge 
labor force. Obstacles to mion organisation or management asaociation bar- 
galtilng are nmnerous, 

D* ifflpact of Technological Change 

It is within this framework of labor-management orgMii^stlan that 
the U.S. merchant marine absorbed rapid and widespread techmologleal change. 
The purpose of these developments has been to obtain higher prodnctlvlty by 
the conversion of labor costs into capital costi. 

By constructing larger and more efficient ships, the marltiine 
industry has achieved an eKpansion In carrying capacity, Hewer wseela are 
destined for smaller crews, resulting in a blurring of traditional demarca- 
tlcn^Xinfts batw^an engine and deck departments. Modern technology In areas 
^uch m uontalner handling, bridge control, and surface coatings have also 
had fa-i-reachlng repercussions on routine aspects of shipboard work. Equally 
impDrtant, newer ships incorporate technologies that reduce the demand for 
lesser skilled crew. 

Technological change hae litowlse affected the seaman in his total 
work-leisure cycle. New ships alter traditional turnaround times and shore 
leave and the normal work week are modified. For Instance, high prodijetlvlty 
ships allow for very little free time for seamen in foreign ports. Job con- 
tent and the conditions of work on board ship are similarly changed. Home 
life and social relationships also have to be altered. Additionally the 
nature of skill demands by Increasingly automated equipment has enlarged the 
seanitn's responslbilltyi 

Sliallar changes can be obser^^ed on the docks. In the longshore 
Industry, a container having 20 to 40 tons of cargo can be discharged In two 
minutes. Wth this improvement In cargo handling has come an alteration in 
traditional Job classlf icatlona and work assigtmentBt Longshoremen^ checkersp 
winchmen, etc* ^ are all being Inereasliigly subjected to integrated operational 
systems. 

The Impact of these technological devalopments on maritime labor- 
management relations has been considerable. Technological change in the 
longshore industry and on board ship has been a doinlnMt themt. Techno- 
logical changas and subsequent labor-force adjustments have interasted 
government and regulatory agencies. No less concerned are the parties to 
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collective bargaining agreements themselves i Arrangements madft tu cushion 
the impact of technological change on worlcnrs can be cited as One measure 
of the progress the maritime Industry has made ir. Its labor-management 
relations . 

E. Maritime Work Stoppages 

Thm significance of using technology as a major variable In assaasing 
maritime labor-managaoent relations is Important in understanding the indua-^ 
try's strike record. In the paat^ both the ©ffahore end longihore industry 
have had a atomy strike history^ particularly on the U.S. East Coast, Marl- 
time work stoppageg may have also received an inordinate amount of publicity 
in relation to their effect on the national economy. Nevertheless, Industry 
statistics on lost productivity due to stoppages over contraet negotiations 
and Jurisdictional disputes have been far from encouraging # For the years 
1963 to 1973, a total of 1,742 itrlke days have been lost to industrial dis- 
putes In the offshore and longshore Industries alone. (See Table 13*) If 
trends from such data are discernablej the longshore has shown a greater 
propensity to strike over contract negotiaticna while offshore appears to be 
more prone to jurisdictional disputes. 

Given the scope of technological change in th-^^ M jltlme Industry ^ 
plus a declining employment picture, bargaining contirivally affects job 
security and work opportunities. Furthamore, labor <x ..aagaiaant accord Is 
seldom a two-part:^- nffair in partially regulated Industries. The government 
is an ever prasenL chird party and consequently has to bear some responsi-- 
blllty for many collective bargaining outcomes. Even the strike picture Is 
something less than the data's surface value. In 1973 , for eKampl^, j^aat 
eight strike days were lost in seafaring; the lOTOst recorded fi|ur€ in 10 
years. Only one licensed union was a party to all disputes and a tou. 7. cf 
just 38 workers were involved. 

Mother qualification governing mn appraiaal of maritime vork stop- 
pages is the difficulty Involved in using comparative strike statistics. An 
attempt can be made, however, to compare t^ater transportation with other 
transportation modes using stwdardlted procedures from Bureau of Labor Sta-^ 
tlstlcs data,^^ Table 14 presents man-days Idle due to strlkts as a percent 
of tji^al work time In waterboTOe transportation from 1955 to 1972. In 12 of 
the 18 years under consideration i the maritime industry lost only one per^ 
cent or less of the total work time in a given year to work stoppages * This 
statistic Is greater than rallp motor freight , md air transportation for 
equivalent years* 

F. Current Labor-Management Developments 

In contrast to past w^k stoppage problems, current trends are to 
Improve labor-nanagement relatt nj. In the longshore Industry, a Joint 
Coast Labor Relations Committee on the Pacific Coast has eentrallMd union 



^^Figurea were supplied by Notoot ^^Is , Assistant Commissioner, Vages 
and Industrial Relation's, U.S. Departmint of Labor. Riiferanee No. 340| 
April 12, 1974, 



72 



H 

m 



M 

n 

I 

H 

o 

U 

H 
CO 

3 



a 



£/3 



E/3 



^ 



n 

a 
m 
tn 

i 

















o 


CO 






o 




to 






Mm 




cd 


O 










Q 




Q 


N 


M 






o 












CIS 








M 




d 






o 
















Q 


-.^ 






d 






o 






*H 






4^ 


M 




U 










lb 








CO 


Q 










M 




















CIS 
















y 








+J 




N 












d 






































cd 












O 






N 










M 


^ 






M 
















(i) 




































d 




4J 






ca 










M 


d 


u 




0) 






U3 




















M 






m 

















m 


en 




m 












rH 




f-4 






H 



CM 





to 




p 




o 


u 








M 








a 




D 


Q 


Q 










fH 




Id 




4^ 


0) 


Q 


M 


H 


b 




M 


>^ 


m 


M 




d 


CO 


Q 


















M 




fd 




41 







0> 
CM 



#1 



cn 

CM 

CM 



cn 



c^ 



CM 

in 



cn 



OS 



CM 
eM 



CM 

cn 



in 



CM 



1^ 



r-v r-. CTv 

CM eM CM 



O 
H 



CM 



C4 



c^ 



in ^ 



CM 



in ^ 



CM 



r*- CM 



1^ 



0% 



as 



OS 



1^ 



H CM en 

0^ 0% 
rH iH 



I 

o 
a* 

i 
i 



M 

I 

o 

o 

O 



d 
o 



M 

0^ 



8 



4J 



M 
Q 



73 



o 



4c 
O 

o 

E/3 



CO 

m 











H 


i 


J9 














O 




01 


H 




iH 








MM 


o 


M 




m 








a 






m 






u 






u 


1 


d 










4J 



c 

MM M-( N 

o u 

M Wi OS 

<y qj d 

^ M 

a N e 

S o M 



CO 0) 
M > 



CO 



K4 



1-4 H CS 



MM 


























p 


























M 


m m 


in 




in 


m 










la 










m 






in 


in 




m 


m 








1 






















Csl 































^ 10 in ^ to 



4J O 
N (8 



m 

M 

Q 

m 

i 

M 

4J 



Cd M 

Q U 4^ 

M g 



*fM a 

4J H 

S3 



O H 

*a cd 



C3 

d 



4J 
(d 

U 
01 



74 



a« i Cd 

^ d 
B 

-3 CO u 

M 

«« ^ * 

Q > ^ 

D nM 60 

^ M g 

cd d M 

iJ O 
N 

o d 01 

m ^ ^ 

g 4J 4J 

cd Cd CD 

M ^ 

O * 

C ^ o> 

^ es • 

0} S >^ 

M U 

O 4J C 

IH d 



(d d 

CD *H 

^ (d 

01 4J 

OJ M 

O 

m 

m % 

01 M 



4J 

Cd 

U 
Q 

CO 



o 

d 



>1 

I 

d er^ 

o 

«fI 0) 
4J Q 

Cd d 
^ a) 

cd 

1-3 

i . 

M -M 
I 

§} 



CQ 



01 



Q 


Q 






U 


CO 




tfi 


nl 








dj 






1 


M 












1 












Mm 


H 


m 


0 




1 


C6 








in • 




m 


H CM 


H 










i 










1 




1 








fn o 


g 




Si 



c^ ^ 



MM •pI 

m Q ^ 

> & Cd 

^ Q 

Ui # M 

CU « t© 

d P cd 

*^ 0) MM 



Cd « o 

4J O D 
© O ^ 
-M H *tt 

S 

0 ^ 

0 

Cd •* B 

rH m M O 
3 *H D U 

1 fH 41 

N ^ Cd ^ 
Q «H »^ M 
^4 4J 



0) 3 

d 

d ^ 



MM 03 

* m 



M 
01 

Cd • 

© 'H 

<M MM 

H CO 

(d m 

4J Id 

d H 

0) y 

•fI 01 

S 01 

d) CD 4>l 

y ^ m 

M 01 i 

& *H 

M j-» 44 

0) © a 

» d M 



5 



4J Q ^ 

^ 4J 

d) CO • 

CD ^ 

Cd 

^ (U D 

IS 

dj d ^ M 

ed M i ^ 

MM M 

d 68 ^ ^ 

© *rt ^ 

*H MM 

44 P • O 

€d ^ 

4^ M 

© Id a\ 9 

u *o H fl 



© 



grievance handling and attempts have been made to apply arbitration awards 
uniformly and on a coastwlde basis. Arbitrators are also available on a 
24-hour bads to handle unresolved on-the-apot issues at the port level. On 
the Atlantic and Gulf Coasts, joint labor-management arrangements for admin- 
istering contracts have been made at the port level. Equally Important for 
the improvement of labor-management relations have been industry efforts to 
upgrade the status of longshorBnen . This has taken the form of productivity 
payments, guaranteed annual Incomes, increaaed job security and improved 
accident benefits or compensation. 

In seafaring, similar attempts have been made to Improve the indus- 
try's labor-management record. Offshoie labor organizations have relaxed 
manning schedules* negotiated top to bottom manning scales, and called for 
no strike pledges during contrficr negotiations. Other developments Include 
the growth of uniform contract termination dates and Joint labor-management 
efforts to promote the U.S. merchant marine. Significant In this regard was 
the statement of Intent by ML-CIO maritime unions on April 14, 1972 to assure 
efficient and dependable water transportation service. Thomas W. Gleason, 
President of the International Longshoremen's Association on behalf of the 
AFL-CIO maritime unions on April 14, 1972 outlined five priorities for U.S. 
oceanborr-e trade with regards to labor-management relations. These are: 
(a) no strikes during the period of contract negotiations, (b) three to 
five year contracts to provide assurance with respect to continuity of opera- 
tions, (c) uniform contract expiration dates, (d) provision for automatic 
wage adjustments, (e) the establishment of procedures for the resolution of 
disputes without stoppages. Additional developments by both management and 
labor include pre-negotlation sessions and provisions for annual cost-of-living 
wage adjustments, 

G. The Role of the Federal Government 

The federal govewOTent and various regulatory agencies have also 
been active In promoting marl t line Industrial stability. An Important event 
in this regard occurred in 1970 with the passage of the revised Merchant Marine 
Act. The Act provided a change in the area of operating-differential subsidy. 
In the future, the payment of wage subsidy would be based on an index system. 
The basic principle of the system is that the subsidisation of maritime wages 
would be undertaken by the government only to the extent that these wages are 
consistent with wages In the Nation generally. The index compares increases 
in maritime wages with an index prepared by the Department of Labor. The 
Labor Department Index gives equal weight to Increases in wages md benefits 
for employees covered by collective bargaining agreements in the transportation 
Industry (excluding offshore maritime) and to changes affecting employees In 
private, non-agricultural industries other than transportation. 

More recent developments indicate the government's role in maritime 
labor-management relations may be more difficult for the industry in the 
future. On February 19, 1974, the U.S. Supreme Court overturned a state 
court decision and held that the Labor-Management Relations Act did not prevent 
the granting of m Injunction which would have stopped the picketing of foreign 
flag ships by U.S. marlttoe unions. The case involved two Liberian flag 
vessels picketed In the Port of Houston, Texas, and brought up lasues relating 



to (a) a seanim's right to picket, (b) the meaning of the cofflmerce clause 
of the OffiAj (c) atate pre-emption of the NLRB, and (d) "flags of conve- 
nience'*. Almost simultaneously, the Federal Maritime Gonmlsslon was h|nding 
down a nmnber of import ^t deGisiona of the issue of cargo diversion. At 
stake wars the employment opportunities for thousands of longshoremen and 
alllad workers who are attached to port regions and distinct geographical 
areas t By cargo being diverted to newer or more modem facilities , work oppor- 
tunities diminish for significant ntmbers of longshoremen. Similar Issues 
await settlement in mlnl-brldge disputes. In mini-bridge dlsputeBi sea cargo 
is often sacrificed to long Jistance rail transport thereby cutting into mari- 
time employment* Government has also continued to overview maritime labor- 
management relations as demonstrated by Federal Maritime Comnilsslon Reviews 
of a current raA/lLWU contract and various NLRB rulings over container freight 
station agreements* 

Aside from the question of what is the proper role for government 
in maritime labor-mMiageMnt affairs , many twO'-party issues await the collec- 
tive bargaining calendar* These promise to see the government play an impor- 
tant part in their resolution. Of particular importance to longshore labor 
and management is jurisdiction over container loading. Mother issue involves 
the consolidation of container facilities In a few ports and the overall Impact 
on longshore job opportimlties* While Involving mostly longshore imlons and 
Teamsters, container loading affects management and jurisdictional disputes 
jeapordize the movement of cargo. 

H* Potential Growth of U.S* Merchimt Marine • 

One problem the maritime Industry will have to address In the 
imiediate future is the need to reassess current manpower requirements. While 
reduced manning scales and Increased productivity sharpen the competitive edge 
of the Industry, labor organizations are still by necessity concerned with 
job security and employment opportunities* Similarly, pressures will develop 
to halt the trend or at least Insure that employment ^an be offered at more 
regular intervals* At Issue here is the ease with which the Industry can 
recruit workers In the future and the institutional stability of labor organi- 
sations. 

Finally, the U.S. merchant marine and the entire waterborne trans- 
portation industry will have to look mora closely at work stoppages as methods 
for resolving disputes. A great deal of progress in this regard has been made 
lately* The 1972 deep-sea negotiations which passed without a maritime strike 
are a good case in point, 

I* Conclusions 

After considering labor-manag^ent relations and their influence 
on merchmt marine growth, the Panel developed concluaions In three areas* 



Journal of Camn^rae^ "PMA Seeking to Overturn NLRB Ruling", February 25, 
1974, p* 30. 



1, Maritime Work Stoppages 



Work stoppages in the maritime industry have had a generally con- 
straining effect on the growth of the Induitry. From 1963 to 1973j IJ^Z 
strike days were lost to industrial disputes in the offshore and longshore 
industries alone. (See Table 13,) Such stoppages tend to demoralise manage- 
ment and cause shippers to question the reliability of the carriers affected. 
Much more should be known about how and why these stoppages occur what 
alternatives might be explored to correct the situation* 

Iflille the maritime work stoppage situation improved significantly in 
1973 and 1974, it la Important to the growth of the industry that this improv- 
ing trend be sustained* 

Studies and research should be conducted into the underlying causes 
of maritime work stoppagei and to compare the maritime Industry with other 
major industries where greater stability in labor relations has been achieved. 
Such studies should identify policies and procedures not prevalent in the marl 
time industry which have effectively allayed unrest and brought about more 
stable relations in other industries and which may be eKpected to provide 
effective responses to the causes of work stoppages in the maritime industry. 

2, Maritime Industrial Relations 

Labor-management relations in the maritime Industry have been a 
recognised problem area for many years i Over these years ^ many techniques 
and procedures have been reeonmended from various quarters as a means of 
reduclnir the injurious effects of work stoppages and labor-management turmoil* 
Voluntary arbitration , no strike pledges , imlform contract expiration dates 
and other methods have been suggested. 

A major study effort should be directed to each of chase various 
suggestions in an attempt to deterrolne their probable effect ou labor rela- 
tions in the industry and the possible positive impact on growth potential, 

3. Longshore Labor Problems Associated with Cargo Diversion 

Cargo diversion refers to the dislocation of traditional cargo flows 
through technological improvements ^ or system realignments and institutional 
changes. For instance, routing cargo by rail from the natural hlntsrlmd of 
one port to another port can cause local employment fluctuations. This prob- 
lem is particularly acute in the longshore ssctor of the Industry where major 
changes in cargo flow pat terns can affect employment opportunities for large 
nimberg of workers (both Increases and decreases) » 

Cargo diversion often involves technological factors , as well as 
institutional interaction among corporations, port authorities, and municipal, 
state and federal governments and unions. MmiLTdh in this area is necessary 
to identify the major factors Involved in cargo diversion and to assess the 
overall effects of such activities on all segmettts of the work force. 
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CH^TER 7 



USER FACTORS 



A. Introductlpn 

The growth of the United States Merchant Marine is directly 
contingent upon its ability to attract domestic and foreign intarnational 
cargoes. However, recent atatlstics indicate that the U.S. m&rchTOt marine 
has not been able to smcuvm a signlfieant share of international aargoi indeed^ 
it has not even been able to secure a major share o£ U.S. generated cargo. 

Despite the increase in U.S. exports and importe in 1974 that enabled 
most U,S. flag ships to operate at 95% capacity, a prolonged loss of market 
share might prove critical because of an SKpected Increase in capacity due to 
the current shipbuilding program. In the long riai, the U.S. should take >t is 
to regain its dominant market position. Thus, it Is imperative that this ft^iel 
address itself to an analysis of why the U*S. merchant fleet has lost a major 
share of world trade to its competltore. Such an analysis will hopefully 
reveal areas of needed change that will enable the U.S. merchant marine to 
once again attain a significant share of world trade* 

B. Market Conside ratigna 

As in any bualnese venture^ the major Inducement that the U.S* mer- 
chant fleet (i*e*, the "aupplier'*) can offer to prospective shippers (i*e* , 
"buyers") is an optimal combination of the following factors; product, price , 
promotion and place availability. Each of these factors is subject to com- 
petitive action by competing suppliers* It Is the overall "package" — the 
optimal coirfjlnation of these factors"which actually sells the buyer* (Often* 
it is only when the overall cost benefits of competing shipper packages are 
equivalent that the aggressive , proflt-^oriented American businessman can be 
attracted by nationalistic considerations,) 

Consider each of the prime selling factors listed above as they 
relate to the maritime industry. 

Product and Place Availability — The product offered by 
the U.S. merchant fleet is maritime transportation service, 
of which "place availability" is m t^ort^it if not over*- 
riding feature* The product, therefore, includes both the 
hardware (sudi as the ships, containers, barges, etc.) and 
such service factors as frequency of sailings, ports of call, 
reliability, claims tracing md documentation support. The 
replacement of WW II vessels has placed the U*S, n^rchmt 
marine in a highly competitive posture in teras of hardware* 
Mraagement muit be equally aware of the need to aggressively 
compete In the service areas. 



Price ~ The International conference system has been 
established to mitigate the influence of rate on com- 
petitive action, its success in so doing is dependent 
upon (1) its ability to enlist and retain wide confer- 
ence memberships and (2) the adherence of conference 
members to rate Integrity* Non-^conferencs lines obvi- 
ously stress rate as their most Important competitive 
feature; however^ a low rate in Itself does not neces- 
sarily comprise the most effective selling package * 

Promotion — In a highly competitive market place, a 
superior product at a competitive price does not in 
Itself attract a wide ranging market. What la strongly 
needed is an effective promotional progrOT—ona that 
keeps prospective buyers keenly aware of the features 
and availability of the product and the unique ability 
of the product to satisfy specific needs of the user. 

A good promotional progrOT has three facets* 
(1) personal selling, (2) advertising (i.e., impersonal 
selling), and (3) sales promotion. 

In the maritime Industry, personal selling Is by 
far the most important component of a strong promotional 
program. Shipper needs tend to be non-^routlnei even 
unique; therefore, the promotional efforts directed at 
a prospective shipper must be tailor-made to fit his 
particular requirements • 

It is axiomatic that an effective marketing effort 
requires well-trained, knowledgeable, innovative sales 
personnels There is evidence that those companies that 
have strong, well-strained sales forces tend to reap 
better-than-average market share. 

In considering current market conditions, It is import:ant to note 
that the upsurge in U.S* eKporta and ImportB in 1974 has created an under- 
capacity situation on some routes i For instance, in January through July of 
1973 total exports counted to 38,614,4 million dollars} for the same period 
in 1974, total exports amounted to 55,747.2 million dollars. Interviews 
conducted by the MTRB staff with steOTship industry eKacutlves in July aM 
September in 1974 revealed that some companies are running at 95 to lOOi of 
their total outbound cube capacity. yhlle this short-tera situation may 
tend to de^emphasl^e the need for Improved marketing techniques, in the long 
term, U*S. merchant marine growth must be based on a continuing, full-grange, 
aggressive marketing program. 



3^UsS. Department of Commerce, Bursau of Census, Swpvey of U^S, Esjport and 
Import MerahmdiBS Tmds^ U.S. Government Printing Office, WaBhlngton, D.C 
July 1974, p, 5. 

3^Intervlews with U.S. Merchant Marine Industry Bcecutives, July-September 
1974 by MTRB staff • 



79 



C» Maiket Survey s 



The long-term decline In market share of the U.S. merchant marine 
indicates that In some way the needs of International shippers both U,S. 
and foreign are being batter satisfied by foreign flag carriers* In an 
effort to Identify the critical variables which are operating to the benefit 
of the foreign flag carriers , two exploratory surveyg were conducted. 

Survey 1 wa£ a mail ^ueitionnaire of tnarine transpartat i conBumere 
designed to investigate their ^ :.AS| policies and practices coneerning 
ocean carrier sn/:entloti, Su / ^ ' ^.5; ^ pilot Interview study which compared 
the promotional p^^ctice: ULgn and domestic carriers. 

1 , Survey ^ ti n chodo logy 

A three-page mall questionnaire was directed to three categories 
of commarcial marine transportation consimerii exporteri^s importers and 
freight forwarders, (Because of time and monetary constraints * this eKplora- 
tory survey was necessarily limited to subsMples of domestic users* However, 
future research should include both foreign md U.S. users.) The question- 
naires , though comparable, were not identical i the questionnaire for each 
sample was specifically tailored to its mode of operations, (Descriptive data 
concerning each SOTple is contained in AppendlK II.) 

(a) The exporter sample was a jud^ent sample consisting of the 

36 major exporters represented on the Eastern Region Shippers' Advisory Board 
of the U.S. Maritime Administration. The questionnaires were directed to 
Board members ^ who for the most part are export managers for their companies 
and thus responsible for a algnlficnnt percentage of the exports of this 
country, 

(b) The importer sample consisted of 100 company presidents sys- 
tematically selected from the New York Journal of Coofflaerce-a list of 10^000 
U.S, importers. The most recent list available was compiled in 1970; thus 
15 percent of the questionnaires mailed to this group were undellverable, 
leaving a net staple of 85 importers* 

(c) The frei ght forwarder sample conslet^^ of the presidents of 
104 New York City based freight forwarding ctimpani? is recdgnlaed that 
a sample of freight forwarders more represantatlv^^ r . United States as a 
whole may have provided different responses to the .fd8^4:..ons asked | however, 
as a convenience sample ^ the list used seemed adeqvate tor an exploratory 
survey. 

The mail questionnaire was designed to include policy , pTactloe nnd 
attltudinal questions in addition to descriptive questions concerning the 
respondents' companies. Because of time and coniputer access limitations , no 
cross correlations were computed for this report. 

Response rates for each subsamplG were as follows s exporters s 
83% I Importers I 26%i and freight forwardere; 31% | for an overall response 
rate of 40%. 



80 



2. Survey 2 MethodQlogy 



The survey of promotional practiaea of shipping companies was 
Conducted by personal interviawa with top management peraonnel of steamship 
Companies located in New Yorkj San FranciicOp and New Orleans. Because of 
the eKtremely small sa^iple (3 foreign companies, 5 domestic companies) the 
findings are necessarily highly impreislpnlEtlc and cannot be considered 
repreientative of the entire Industryr 

D, Findings 

Survey 1 revealed a definite preference for the quality of services 
offered by foreign flag carriers* Survey 2 indicated that foreign flag opera- 
tors may be more aggressive In terms of marketing practlct^s than their U*S# 
counterparts. Better marketing practices way In part account for the greater 
success of foreign flag operators in securing UnS. cargo* The following sac- 
tions will consider these findings in detail, 

1. Shipping Practices 

(a) Carrier Selection 

In trying to determine who selected the carrier ^ users in each cate- 
gory were asked to estimate the percentage of tlmie that carrier selactlon was 
made by the domestic shipper (or importer) , by the overseas consignee (or 
supplier) s and by the freight forwarder (or customhouse broker). 

Table 15 shows that 86% of the eKporters make the carrier selection 
over 50% of the time; only 3% reported that their overseas consignee makes 
the selection over 50% of the time. EKporter responses Indicate that the 
freight forwarder Is of very minor Importance in carrier selection. (This 
is not surprising in light of the fact that the eKporters surveyed represent 
major U.S. companies. Because of their great export volume^ these companiee 
are most likely to be organlEed to direct all phases of their overseas dis- 
tribution and least likely to use the freight consolidation services provided 
by freight forwarders,) 

Only 13% of the importers reported m^lng the carrier selection over 
50% of the time; indeed, 64% of them stated that they never make the carrier 
selection. Fifty-five percent reported that their overseas suppllera select 
the carrier at least 76% o^ the time. Importers reported that customhouse 
brokers (F.F.) have very little influence on their carrier selection. 

Contrary to the responses of the eKporters and importers noted above, 
55% of the freight forwarders who responded claimed to make the carrier selec^ 
tion over 50% of the time. Only 10% reported that the overseas customer makes 
the selection over 50% of the time. According to the freight fowarders, the 
domestic exporter has minimal impact on carrier selection, (This response 
may be more applicable to small clients who use freight forwarders primarily 
for freight consolidation than to major exporters such as those surveyed in 
the present study.) 



in 

H 

m 





to 






1 




4) 










vJ 


w 






id 


Lj 








M 


ri] 
9J 










»^ 






1 


>iri 
w 


g 


w 






1^ 










2 










M 

o 


y 










M 






1 






i 


1 




4J 


ts 


w 








ril 




















W 




1 


it 


4» 










M 












































rH 
































ml 





-^3- 



4c 



1^1 in 



m 






M 


CD 




0) 






*J 


eu 




M 


CB 




O 


M 




1 


a 


1 



Ml 



ml fH 



CM 



1^ I 









u 
















s 


M 






o 


M 


M 


1 


1 


Q 






U 



1^ 



I 

H 
0 



en 



I 
I 



in 
in 



I €N 

H m 



in ^ O 



1^ 

to 



4g 



00 



1^ 



CM 



-1^ 



€S 



rn 



^ m 

^ CM 



€0 



lo 



to 



IS 

1^ 



I 



M 

U (D 

m 

as Q 

a ^ 

^ - 
41 



It should be noted that when steamship compauy officials wei^ asktd 
(in Survey 2) which of the three categories of user was most likely to cm- 
trol carrier selection^ they tended to either divide control between shipper 
and consignee or slightly favor the domestic shipper. Despite the fact that 
steamship officials felt that freight forwarders had little real contrul over 
carrier selection^ they stated that salesmen called on them regularly because 
of the forx^jarder's ability to influence his principals in this regard, 

(b) Ducislon Makers 

In an effort to determine who is the actual decision maker in the 
designation of ocean carriers ^ users were asked to suyply the position or job 
title of the person in their organization who decided which ocean carrier was 
to be used for specific shipinents. 

The responses indicate that for exporters ^ most carrier selections 
are made at middle to low management levels. The importers who responded to 
this question reported that 41% of the carrier selections were made by top 
management , some 17% by middle management , and 42% by lower level personnel . 
Freight forwarders reported that 13% of the carrier selections were made by 
top management , some 48% by middle management , am^ some 39% by l ower level 
personnel , 

M Approved Carrier List 

Users were asked if tbn person in their organization who does the 
actual routing works from an approved list of carriers* Far more of the 
expor ters than the other two user categories replied that routers did use 
approved lists; nevertheless, thair percentage (50%) is far from imprer ;* 
Only 3j% of the importers who responded to this question acknowledged t use 
of an approved list. Only 10% of the freight forwarders reported that their 
routers worked from an approved list of carriers submitted by the client ^ 
despite the fact that 29% indicated that some of their clients do furnish them 
with lists of approved carriers. ParadoKlcally * 40% of the exporters and 9% 
of the importers reported furnishing their freight foraarders with an approved 
list of carriers* The conclusion must be drawn that many freight forwarder- 
do not feel constrained to make their carrier selections from the lists of 
approved carriers submitted by clients. 

(d) Use of U,S, Flag Ships 

In an effort to determine the actual use of itoerican vessels as 
compared to foreign flag vessels ^ users were asked to estimate the frequency 
with which they used Merlc&n flag vessels during 1973^ 

As Table 16 indicates ^ only 37% of the exporters shipped via 
Merican flag mora than 50% of the time; only 10% shipped American more than 
75% of the time. The statistics are worse for Importers I of the 21 who 
responded to this question ^ only 28% shipped Merican more than 50% of the 
time; almost an equal mount (24%) did not ship via Merican flag at all during 
1973. For freight foTOarderSi the picture Is more diemal stills only 13% 
reported using Merican vesaals more th^ 50% of the time* none rmottmd using 
Merican vessels more than 75% of the time # — 
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TABLE 16 



PERCENT OF OCEANBORKE CARGOES SHIPPED 
IN AlffiRICM VESSELS DURING 1973 
BY USER CATEGORY 
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2* User Policies 

(a) Written Guldellnei 

In most large companies, written policies tend to be the guidelines 
which lower and middle management personnel follow in their day-to-day 
decision-making; unwritten policy is often considered to be no policy at all* 
Since the designation of carriers is usually made at the middle or lower 
management levels, a written policy favoring U,S. flag vessels would tend to 
influence users* decision makers to designate U.S. carriers over foreign flag 
vessels. For this reason, an effort s made to detemine how prevalent among 
transportation users were written pr ^ concerning selection o cean car- 
riers. Table 17 compares the preva: ce ' written policies con^^ Lng car- 
rier designation by user category. e 17 indicates, expoi i are more 
likely than other users to have writt ullcies concerning carl jr ^.. action. 

TMLE 17 

WRITTEN POLICIES CONCERNING CARRIER SELECTION BY USEE CATEGORY 



Freight Forwardars 
1 3X 

30 ^ 97% 

31 Bof 



Written Policy 
No Written Policy 




Importers 
k 18% 
18 82% 



30 100% 



100% 



(Whether such policies favor U.S» flag vessels was not detemined* ) It is 
surprising that only 40% of the major U.S. exporters surveyad do have written 
policies Qoncerning carrier selection ^ since companies of their size are the 
ones mosi likely to have fomalized their shipping procedures. 

C: ) Policy Makers 

Of ..he 12 exporters who reported having written policies * only one 
reported that his company's policy - dram up by top raanmgment* However ^ 
three of the four Importers and the one freight forwarder with written poli» 
cies concerning carrier selection reported that their pollcirs were drawn up 
at the top management level. This difference in policy derivation i?^ ?indoabt- 
edly due to the differences in company size between the exporters siwnleiJ and 
the importers and freight forwarders sampled* 

(c) Policy Revisions 

Of the 12 exporters with written policies concerning carrier selec- 
tion * five have drawn up these policies since 1969, and ten reported that 
their ppliciea have been revised since 1970, Only two of the four importers 
tixh written policies developed them since 1970| one reported revising his 
r^^^lcy in 1974 » The one freight forwarder with a written policy developed it 
iii 1973. 

3. Shipping Attitudes ^ 

If wa assume that Merican vessels ^ supporting equipment, and ocean 
freight rates are equivalent to thoie provided by foreign flag vessels, reasons 
for the decline in patronage of Merican ships must be sought in other areas* 
It was reasoned that shortcomings in service, both present and past, would be 
rc^flected in unfavorable attitudes towards Merican vessels* The following 
sBOtlons report the expressed needs g values and attitudes of ocean transpor- 
tation consumers* 

(a) User Se lection Cri teria 

Users were ap^ .1 to rank order each of eight factors in terms of 
their Importance to the respondent "B company in selection of an ocear car- 
rier. Table 18 lists the weighted index for each factor and its corresponding 
rank of Importance for each user category. It also indicates which factors 
were rmked as -'most important" (l*e,, rank order #1). Reliability ^ Frequency 
of Sailing > Rate and Speed are the four factors considered most important by 
users. 

Table 18 tev^^Xs that reliability (consistettt on time service) is 
considered the moGt Important factor in the selection of carriers by both 
exporters and Importers and third In importance by frel|ht forwarders* 
Thirty-two percent of the e^^orters ranked it first ^mong the eight factors 
listed, as did 50% of the Importers anc 26% of the freight forwarders* 

frequency of Sailing is considered the second most Important factor 
in the selection of carriers by both exporters and Importers , but it is 
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■;nnsldered to be the most important factor by freight fon^arders. Thirteen 
- jrcent of the exporters, 17% of the importers g and 39% of the freight for- 
warders ranked it first among the eight factors listed* 

Rate is considered the third most important factor by exporters, 
fourth most importan factor by importers md second most important factor by 
freight forwarders* IWenty-three percent, of the exporters ^ 21% of the import- 
ers , and 26% of the freight fort^mrders ranked it first lu importance of the 
eight factors listed* 

Speed is rankec^ fourth by exporters and freight for^^arders and third 
by importers- While 16% of the exporters ranked speed as most important, only 
4% of the Importers and 3% of the freight forv^a ders did. 

Equipment is ranked fifth by exporters and importers j and sixth by 
freight f oraarders . 

Of the eight factors listed ^ flag is sixth in importance to export- 
ers and to importe; ^ ^le fiiighi: forwarders rank it as fifth* Thirteen 
percent of the eK| : nd 3% of the freight forwarders ranked it first | 

however s no imports :u.ed it as first in importance* 

The last two factors listed " docimentatlon and claims — appear to 
be of very minor cons ide^ at leu to all user categories in the selection of 
ocean carriers * 



(b) Perceived Selection Criteria 



M effort was made to determine the perceptions of domastic users 

as to the critical variable affecting the carrier selection decisions of their 

foreign clients (consignees or suppliers) and the freight forwarders with 
which they deal. (See Table 19.) 

Fifty percent of the expor'ters felt that rate was mofifi Important to 
their overseas consignee, x^hile 37% regarded fl ag pref erence as most Important. 
Frequen^jr _pf_sailin g^ was seen by 17% of the exporters as mo^it important to 
the freight fcrwarder, 

Thirty-'six percent of the importers felt that frequency of sailing 
was the most important consideration for their overseae suppliers , 27% thought 
it was rate> and !->% believed it was reliability . Over half (55%) of the 
importers had no idea on what basis the cuatondiouse broker selected the car^ 
rier^ while 23% believed that reliability was the most Important factor^ 

Pifty--eight percent of the freight forwarders regarded rate as the 
most Important factoT their overseas client, while 23% thought flag prefer- 
ence prevailed. The: ' fs concemlng tha critical decision varialble 
affecting carrier se La^ by their domestle clients were mora widely distri-- 
butedi 29% thought .s the most important factor i 23% regarded relia- 

bility as the most imi ^ant fact or | 20% regarded frequency of sailing as 
the most important | and 13% regarded flag as most important. 
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A comparison of Tables 18 and 19 reveals a number of discrepancies 
between actual and perceived critical decision factors ^ong users. For 
eKample, while frequency of sailing s is the most important factor for freight 
forwarders in the selection of a carrier ^ importers believe that reliability 
is the most important factor for freight forwarders • Both exporters and 
importers report reliability to be their most important factor in carrier 
selection (a factwEich importars obviously project onto freight forwarders) » 
while freight forwarders believe rate is most important to domesi'ic clients* 

(c) Comparative Service Factors 

Users were asked to rate American flag and foreign fl£g carrlefs 
on n four point scale raiiging from excellent to poor. As Table 20 reveals ^ 
American carriers ^ere generally rated second best in such comparisons. For 
example, only 55% of the exporters consider American carriers good or excel- 
lent 5 while 85% rate foreign rlag carriers as ^ood or excellent . Fifty-six 
percent of the importers consider American carriers good (none consider them 
to be excellent) J while 68% consider foreign flag carriers to be good or 
excellent . Sixty percent of the freight forwarders consider U,S, flag vessels 
to be go"od or excellent , while 84% consider foreign flag vessels to be £ood 
or e xcellent . 

Foity-five percent of the exporters consider American vessels to be 
fair or poor ^ while only 15% rated foreign vessels tjj^ or poor Twenty=seven 
percent of the importers rated American vessels fair or poors while 22% rated 
foreign vessels fair or poor. Forty percent of the freight foTOarders rated 
American vessels fair or " poor , while onl> 13% r^red foreign vessels fair (none 
rated foreign vessels as poor ) i 

In summary s foreign flag vessels were rated higher than American 
flag vessels by e.^ary user category; conversely, in every user category, more 
respondents rated American flag vessels fair or poor than rated foreign flag 
vessels fair or poor. (Indeed ^ no freight forwarder rated foreign vessels 
as poor.) 

4. U.S. and B'oreign Flag Comparisons 

This section will examine more closely specific comparisons between 
American and foroign flag carrie" services. 

(a) Comparative S ervic e Ratings 

Users were asKiid to rate specific Merican flag services as better ^ 
the same- or worse than thuse provided by foreign flag carriers. Responses are 
presented in Tables 21 and 22* The analysis which follows is based on a 
compariaon of *-better" or "worse*' ratings. Table 21 indicates that almost 
twice as many users raced Merlcan flag services as worse than foreign flag 
service than rated them better (256 worse vs. 130 better) . If the responses 
of importers are eliminatedp the ratio becomes 3 to 1 (242 worse vs. 81 better ) , 
The importer subsample was the only user category to almost consistently race 
American flag services as better than foreign flag services i yet it is the one 
user category which appears to have the least experience with American carrierB. 
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TABLE 22 



SERVICE FEATURES RATED''WORSE" 
IK AMERICM CARRIERS' THM IN TO CARRIERS 
IN RANKED ORDER (#1 IS WORST) 



Exporters Freight Forwarders 



uonnnxinxcsr iQiife bxici Liir urrnciw amii 


1 


3 


Switching Vessels 


i 




Problem Solving 


3 


4 


Rata Negotiation Support 


4 


1 


Dociimantation 


4 


3 


Short Shipment 


5 




Tracing 


6 


5 


Operations 


6 


6 


Knowledge of Business Needs 


7 


8 


Processing Claimi 


8 


7 


Rate Information 


9 


7 


Sales Represent atinn 




7 



Their lack of experience would tend co limit the usefulness of Importars* 
responses to this question. However ^ their favorable attitudei towards 
American flag services suggests that a promotional cmpaign urging importers 
to take a more active part In carrier selection would benefit U,S, flag 
vessels. 

Sales I Lapresentatlon — iKporters ware pretty evenly divided on the 
subject of -American sales representation between better (7) or worse (6)i 
however, freight forwarders rated American carrier sales representation as 
worse (9 vs, 6) than foreign flag carriers. 

Rate InfoCTatlon — Both e.qjortere and freight forwarders ragarded 
American flag rate Information ae worse than that provided by foreign flag 
carriers (eKportersi 7 vs* 4| freight forwarders? 6 vs. 3)* 

Rate Negotiation — Both eKporters md freight forwarders regarded 
American flag carriers as worse than foreign carriers in respect to rate 
hegotlatlon (exportersi 13 vs, S| freight farwardersi 21 vs, 2), Further 
research should Investigate user eiqperienees in this area. 

Problem S o lving ™ Both exporters and freight fo warders found 
American flag carriers decidedly worse than foreign flag carriers In terms of 
problem solving (exporters i 12 vs. 3Y freight forwarders l 12^s. 4), 



Knowledge of Business Needs — Both exporters and freight forvarders 
regarded Merican carriers as Inferior to foreign flag carriers insufar as 
knowledge of their business needs (10 vs. 5; and 8 vs. 6)* Thus^ estporters — 
the user category most likely to have unique needs are the ones laest satis- 
fled with American carriers' understanding of their special needs, it would 
appear that American carrier representatives need to do considerably more 
research on the special needs of their customers* 

Documentation Eight exporters reported American carriers as tf£m: 
than foreign carriers "in terms of doct;mentation (none regarded them as better); 
similarly J freight forwarders found Aniaric.an carriers worse in this respect 
(16 vs. 5), Hiis finding indicates a dec:Lded need for Merican carriers to 
improve their documentation services, 

■ > :iunlcati ons and : ' "ormation ~ Both exporters and freight for- 
wn* oii.; reported American car- i^ts as worse than foreign carrlera in terms of 
their conmiunications and inf rr/^^ion services (13 vs, 2 in each category). 

Operations — Bo' ^^rs and freight forwarders rated American 

carriers t^se in operati uhaA i reign carriers (eKporters: 7 vs. 1; 
freight forwarders I 7 vs . 

Short Shipment - Lj^porr^i:B reported that U.S. flag carriers are 
worse than foreign carrier in ;:e /.s of short shipmenta (8 vs. 1); freight for- 
warders were tird in their auuxLudes toward this problem (4 vs. 4), 

Switching Vessels — Both exporters and freight forwarders rated 
American carriers as decidedly worse than foreign carriers in terms of switch- 
ing vessels (eKportersi 14 vs. 4; freight forwarders i 16 vs, 3). 

Tracing — Both exporters and freight forwarders ratted American flag 
carriers as worse than foreign carriers insofar as tracing shlpmimts (exporters 
7 vs, 1; freight forwarders i 10 vs. 3)* 

Processing Claims — Both exporters and Importers ratdd American flag 
carriers as worse than foreign carriers in processing claims (eKportera: 6 vs, 
2; freight forwarders: 9 vs. 6). 

(b) "s trengths and W eaknesses 

User. jrvB asked an open-tended question to list the strengths and 
weaknesses of Ai^ lutm flag t^r/ters relative to the foreign carrier services 
available to tham, ^ajor strengths of the U.S. merchaut marine ao reported by 
respondents are p :es^nted in Table 23. 

The major strengths cited by exporters were, in rank order ^ equip- 
ment > reliability and speed . Importers cited reLlabil ^' ty , speed and frequency ; 
and freight forwarders cited reliability , frequency » e quipment , and speed . 

Table 24 presents the major weaknesses of the U.S. merchant marine 
cited by user category in ranked order. The obvious uneveuneja of service of 
American carriers if illustrated by the fact that three of nhe frur major 



TABLE 23 



bUaOR STRENGTHS OF 


U.S. C^.IERB RELATIVE TO FOREIGN FLAG 


CARRIERS 












EKporter 


Importer Freight 


Forwarder* 


Equipment 


1 




2 


Reliability 


2 


1 


1 




3 


2 


2 


Frequency nf Sailings 




3 


1 



^ Same number in ranking indicatj^ ■'tie"* 



TABLE 24 

MA.TQR WEAKNE SSES OF U,S, CARRIERS RELATIVE TO FOmGN FLAG CARRIERS 
' IN OMER B¥ VBM CMEGOKY 



Exporter** Imparter^* Freight Forwarder** 



12 2 
2 1 1 



Reliability* 
Rate 

Sales Representatton 3 

Knowladge of Business Ne^ids 3 6 

Operations Maiiagement 3 

Business Management ^ 
Equipment* 
Documentation 
Problem Solving ^ 
Knowledge of Int^l Trade Practices 

CommuniaationB & Information ^; 5 

Aggressiveness to Compete 4 

Productivity of Workers d 4 

Fraquency of Sailings* 2 6 

Claims Processing 3 



4 



3 6 

_ _ 3 
Availability of Space * 



Operations 

To© Regulated 3 



These factors also appear as major jtrangths In Table 23 above. 
**Sme nmber In ranking indicates "tie"* 



strengths cited in Table 23 appear aa major weaknesses in Table 24. Sjegd 
seems to be the only clearcut strength of the Merican carrier. 

Reliability is considered the major weakness by expox^ters; both 
importers and freight forwarders rank it as the second major weakness. Con-* 
veraely, rate If ranked by the exporters as the second major weaknesaj while 
importers and freight forwarders rank i^ as the primary weakneB?* Export&rs 
also cited sales representation » knowledge of business needs > ope rations^ 
management and business management as /t'^lor weaknessep of the Merican car- 
rier. Importers ranked frequency o f sailings and pro r ctlvity of woifk^ra 
even with reliability as major weakaesso^i of the AmBi^. ■ flag carriei^ 
Freight forwarders complained that the U,S, merchant marine was too regulated | 
they also cited do cumentation and productivity of workers as major weaknessea* 

(c) Suggested Improvements for U.S. Flag Carriers 

Users were asked in an open-ended question to list the chmiges or 
improvements in American flag carrier service which would encourage them to 
ship more frequently via American flag. As Table 2j Indicates » many of the 
same factors were cited by several user categories. Moat of the factors cited 
can be classified as operatlons--oriented or sales-^orlented. It would appear 
that improvement in general operations areas would have the greatest influ-" 
ence on the increased usage of American flag vessels* Mong those operatioxis 
areas specifically cited werei improved equipment, more frequent sailings 
better worldwi^le service, more reliable services, better supervision ^ no 
switching of cargoes^ better doc^entation^ better worker product^""' I 
creased speed and better claims processing* 

The specific sales areas which were cited as needing improvement in 
order to encourage increased usage of American flag vessels were: better 
problem solving » improved rate negotiation support, better rate Information^ 
better knowledge of business needs , improved communications mid information, 
more aggressiveness to compete ^ Improved sales representation , and better 
knowledge of International trade practices, 

5. Promotional Practi ces 

In order to gain some insight into the comparc^tive marketing prac- 
tices of American and foreign shipping companies , in-depth interviews were 
conducted with the chief marketing executives of five American flag and three 
foreign flag carriers (prevJcualy described as Survey 2)* thm purpose of 
this research was purely eKploratory; it was designed to indicate possible 
shortcomings in iUaerlcan raarketlng practices s^^hich may sarvs to hinder future 
growth opportunities. Because of the eKtrcmelv oteII s^pla BtzB^ iiefinl- 
tive conclusions can be reached. KOTeverj mialyaiii of the interview data 
suggasts a nmaber of areas worthy of future resaavch and development. 

(a) Sa lesmen 

The Merles carrier salesman appoars to be a low paid, low turnover , 
"low end" representative of the ehipping business. He rmges in age ftom the 
30 'a to the 40' s, and has bean amployed hy the same company for seven to 
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TABLE 25 

SUGGESTED II^ROVaiE NTS IN MEKL CM FLAG CAMIER SERVICES 
' IN RANK ORflER BY USER CATEGORY 



Freight 

E:5cpDrter Impqirt^ar FGrwa.i:der 



Improved EqulpLienn ^ 
Better Problem Salving 
Improved Operations ^ 
More Frequent Sailings ^ 
Improved Rate Nagotiatlnna Support^ 
Bee tar Knowledge nl Business Needs 
Worldwide Servlcn" ^ 
More Reliable Se^^ica ^ 
Improved Conmiunl cation & Infoiroation 
Belter Supi^rvislon ^ 
Increased Aggressiveness to Compete 
Improved Sales Representation 
Stop Switching Vessels ^ 
More Space Availability ^ 
Better Docmnentation CS|e'id-Accuracy) 
Better Rate Information ^ 
Improved Operations Management 
Less Regulation ^ 
Better Worker Prod tivity 
Lower Rates ^ 
Increased Speed ^ 
Better Claims Processing ^ 
Better Knowledge of Int'l Trade Practices 4 
Brokerage^ ^ 



1 


4 




2 




3 


2 






3 


2 




3 




2 


3 


4 


3 


3 




4 


4 


3 


1 


4 


4 


1 


4 






4 




4 


5 


4 




5 




4 


5 


4 




6 




1 


6 






6 


4 


3 


6 




4 


6 


4 


3 




1 


2 




3 






4 





Operationa 
Sales 



86 



fifteen years. He was not recruited origitially as a salasnian, but is m^m 
likely to have risen thtough the ranks m m Hn&i^B^' mm, Thm hi learaed 
the varied facets of the service he la selling ftom che inside by Vorlclng im 
such areas as documentation, operations, traffic^ tariffs, ^tc,i pt^aiOTabb/ 
as a clerk. And as a clark, it is unlikely that he was given decision -insktaig 
reeponslbillty or experience. 

Sales training is very informal; his ''iaside*' bacicgrQund is often 
the only training Che salesman has MCeivad, No training is given in th^ a^t 
of salesmaiishlp, in persuaBlon, ir. prablern-solvlag^ in uridiretanding hiffiia.n 
behavior. No inservlce Ci,e,, on-going) tr^lnltig is pro\rided. 

Furtherniore j few compaiiies know precisely how to evaluate the s aes- 
nan's revenue cQntributlons , Sales analysis and conc»l are scniOTh^t ba^r 
gales quotas or standards of perfomatic^ SLm often nebuloiii, and ialeiTOn 
evaluations are very subjective. The Meri^an carrier aalesBan a-pp^ara to 
have little status in the industry, t^hlch itill often refers to him m a 
'^freight solicitor". 

Foreign carrier saleeman in the cQmpanl^s queried^ on tie cthaif hsndj 
appear to be treated ag profesaioA^lgi ^& one foreign flag swcutlvp pt^t dt^ 
they are treated 'Vlth dignity". They are paid mere than Americaxi gUm B^les- 
men. Wille they, too, have often risen cH^QUgh the rankg as Hns4ds''meni 
they are given additional sales training and receive coritlnual oii-^gc^ing t^ai^n- 
±ng. Salesmen attend semLuars on a re|uia^ basis to disGuis such t^ylcg -^s 
marketiiig, pricing, finance and traniportation. One company Bmvim its m^ti 
to trucking industry meetlngi because of thm belief that its S/ikesiexi ahoijld 
be eKperts In domestic transportation, Mother conpasiy tapDyis landing s^le^s- 
men to semlnare at Ardea House (Columbia Univeriity), to the COTtaiact insti- 
tute , the University of Wtseonsla, mi the University of Houston, 

Foreign flag salesmen are trained to be "information p?acEiSSPTs*\ 
and spend a specific part of each week reading jcuriiaaa from all anx die 
w^orld looking for trade opportunities which can be parsed onto pWgpectlve 
shippers* Soma of the jaurnala cited include Op^rsmaS DigmtB In laiWMj 
Hong Kongj London, Joimial of Ccm0VQ&^ Walt 8tm&t j^mmah BumineBB WmU^ 
Leads are funneled In a systematic way from agants all over the WQrld> dip- 
leminatsd, and discussed for appropriate (oJlow-up^ He men arc also trained 
in a problem-solving approach , which 1^ generally considered th^ most e if ac- 
tive sales technique. One eottpany has computerised ics weekly aaies aiialysea 
by account. Including the amount of cargo shipped by eadi cuatoMr oti the 
last four sailingi, the cuatomer'-i total ^inual cargo to date rad hip tot^l 
last year. In this vay^ a "defecting" cuatoi&ar be Identified iiapiad lately 
and followed up for problM reiolutlon h%tot% he has b dianae to pvlceh 
loyalties. The company calls this its veekly *^lsslng Shipper list'^ 

Foreign aaiaswen seem to he given better supervision; n&t 0^ly d« 
they submit weakly reports of %?honi they have aeen, but they also submit 
preplanned Itlnerarlta ipeclfying ^hom thay plan to call oni 

There is an obvioua dlf£ereiie% in the ap#ed vith ^^hlch f^r^lgn 
carrter salesmen respond to shippers' n^eds and wquists. Tic fortsl^ fUg 
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wspoiideiits said that; their saleameri can respond almost inmioditi^tely to 
shippevp' requests. In these cases where appro\^al in neaded from their homa 
offices, if audi information is not forthcoming t^ftthtii 24 hour j , the decisicn 
Is made In the local office. Moat U.g* customers ar© not aware that cJeclslonn 
ar^ ctten madm ±n the foreign headquarters office becsuse of the apeeJ of 
response, toerican flag companies* suTpri&ingl}^^ usually take longer to 
respond* 

C D ) Customer Qr ieiitaclqu 

Foreign fla,^ r-espondBnts havm snres^ed the Import-anca of adopring 
the cuptomer'g orientation (i*c,^ the ao=called 'Viarketirg concepE" developed 
by GE tu 1958) while U,S. carrier raspandents often complained Lhat customers 
rarelv understood the carrier's probleuis , This subila difference in attitude 
m^f be a critical sales va\iabla. Foreign raspond^pnir U^./^ stressed tn^s 
importMCe of sales and opurations departmenrs worlcliig closely together, of 
moating togethsr — daily if possible^ or at least W€akiy to resolve 'depart- 
mefital difference i which may otherwise iinpede sales. 

Advertising 

All of the companies interviewed mail out biweHkly shipping scheduler 
and do schedule advertising in the transportation journals. Most companies 
dl#trib^te premlijms as well* Only one compan}? " an /j^rlcan carrier which 
do#i a great deal of inatitutionai advertising ™ makes uny attempt to evaluate 
Itg adv^.rtlsing (i.e., through Starch reports). Very fw compinias mtntloned 
'cleaniug" thatr mailing lists, despite their hea%^ direct majil programs. 
Very llttla B2cperimentat±on is done with advertising medial it seema that most 
carriers adv8rL.ise in the same transportation journals 5n whicn all of their 
coropeticion advertises. A few companies reported advertising in commodity 
Joutnala, 



.TM^Co>^p - 1 i tion ' s View 

Perhaps most disturbing was the complaconcy ^ItU which the foreign 
carHmtm tegarded their toerican "competition". The following quotes apeak 
for th^^gelves. 



EKLC 



''American flag companies are too bureaucra::lc, " 

'■American lines are not awre of the problems in their 
International offices what is bothering their salesmen 
what they think of cheir horae office.'' 

"DISC (Domestic International Sales Corp.) ^ever affected 
ui* Shippers are not happy v^lth it. MarAd tries to push 
it but we never felt it. Multinational compmlei will 
always have to use third flag carriers. The U*S. merchant 
marine can only grow by improving its efficiency j not by 
forcing shippers to ship U*S,'* 

"We gj.ve our salesmen the Incentive to sell — we give them 
pride • " 
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'^rte do long-taxxjga planning but American cafi-iers are 
strictly shoxt«range. " 

"We givi shippavB guarante^as on sensitive shipsfti^^ts. 

"It coet^j tha U*S. opo^ratoir more to operate hi^, ghlps . 
lliQ UiS* is Dvarltd^ £atj veiy tazy being fad by 
sub S3 dv* " 

"Worst flag to handle U.S. Crei^s arc utibBll^vat/le , 
ridiculously expens ivii^ but the subsidy picks up the 
fat 

"On our aViipSi tlie mestar is Loss can k^ep to 
schaduleF batter." 

"'U*S, nianagement is not hungry, so tber^ i§ sl^ck. 
This is trua^ too^ of Suropean conference shipa*" 

"We'ra aggressive^ baceuse we hmm to sell tior^ than a 
flag* Oii].y ^ Vavas iti flag last because th^f are 
highly organized and well^trained, 

"Wa adhere to th^. rules d^n-t want my t^lnt of 
nalpractictu Despite what toerlcan carri%tp think, 
we must show a profit. If we don^t watch e^p%n#es, 
jmpad on £^it*" 

"Our rates are approKimatBly 10% balcrtir confmtmMm 
rates i Wa hava the ability to ba flexible, SOM 
compaxiias have resigned £ta^ the conference in prder to 
nsa ua We have the ability to react prot&ptly tc 

rate requests*" 

E* C pnclugioins 

After considering the influence of the us%r pr^ the growth cf the 
U.S. merchant marina , the Panel developed *^onGluaionf in three areaa* 

1. Promoti onal Strat^gigj 

(a) The prime target for U,S* carriar promotioti^l efforts should 
he major U.S* importers who control a significant share of international 
cargoes • 

(b) Strong educational efforts ahould be directed to U-S. importers 
who are obvlouily overlooking the f^^t thatj aa the cuitoMrg of overieaa 
suppliers > they have tha right to stipulate carriers of tb^ir choice* Im- 
porters may not be aware of the bsn^flta which acGrua to themaelvei and to 



Nanis of U.S. company mentioned was deleted. 
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the lUS. economy by Uitng U*S, camera- furthers if unofficial rate 
diffeTentlalfe exist batv^en foreign mi Aratrlcan carriers, It ii most likely 
that such rebates do not benefit domestic lmpo«ers^ but rather their over- 
mm suppUerp* Pome^tic i^po^trntB f'nould beconie oute aware of this fact. 

It is interesting to note that tha ^m^llest discrepancies In ratings 
betweari Merican and foraign flag carriers occurrsa in the Importer category* 
Yet this group t.^nds to have the laast experience with Merlcan flag vessels. 
Importers as a ijroup would mriem to be good candldr.ces for a strong promotional 
cainpaign stressing the advmtagee of shipping via Marican flag* 

(c) on-going promotional ca^pai^n should be directed to freight 
forwarders * 

(d) Effoi'ts to proniDte the uje American carriers should be 
directed to every level of the orgaiilaatlonp from company president to export 
clerk. Since explicit pollcciee concertilng carrier selection rarely eKlst, 

it would be a mistake to ignore the decision-making powers of the *'lowly*-' 
booking clerk, 

<a) All user categories shoiild he encouraged to develop written 
policieB favoring the use of U.S. flag carrle-g ax^d to fumiah specific lists 
of management approved carriers to thoBm ^pdlvlduala who actually make the 
carrier selection, Thii t& especially importtet where the actual designation 
is made far down tha management line. E^cprrtera and Importers should be urged 
to prevail upon their freight forwarders to adhere to such approved lists, 

Research Indicates that the limited number of eKporters who do ha^:;e 
written policies conceding carrier selection must find the feedback auffl=- 
clently informative for them to keep these policies up to date and ttmelyi 
The development of a policy fDrmat which providei quantitative and qualita- 
tive feedback to the user may encourage more users to adopt such policies. 
The format for such a policy could be developed by MarAd and offered as a model 
to all water tranaportatlon eonaimers, 

Efforti to have written policies adopted should be focused on top 
management levels, which are more likely to recognise the national Interests 
to be served by ahipping via American flag. With policy drawn at the top, 
lower levels are more llkaly to adhere to such guidelines in making carrier 
selecti6nSp 

(f) Considering the promotional af forts currently being laade to 
convince eKportere to ghip via Anericm flag, it Is Interesting to note how 
relatively unlmpoirtant the factor of flag la to all categories of users. It 
would therefore seem that present promotional themes are Inappropriate since 
domestic users are much more concerned with pragmatic variables which are 
amenable to cost-^beneflt analyses. These findings should be reflected In a 
revised marketing progr^ directed to all user segmentQ. 

(g) Domeatlc and international marketing itrategies should be 
developed which can be targeted to all user categorlas, 
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(h) All categorlas o£ user should be made more aware of the 
critical variables that affect each other's selection of ocean carriers. 
ThuSf freight fprwafders might be more willing to use higher rated conference 
ships which can assure reliability If they know this to be the most important 
factor to clients, ImpOTterG who note that frequency of sailing la more Im-- 
portant to the freight forwarder than reliability may wish to involve them- 
selves more deeply Iti carrier selection. 

A researcli study daslgned to ideritify the critical decision variables 
affecting overseas client^' choice of ocean carrjers could provide the founda- 
tion for an educatloTial prograin directed at doniestic users* 

(i) The sales md operations departinents of UiS. flag carriers 
would both benefit from the preparation of a marketing manual specifically 
geared to the unique marketing problems of the shipping industry. 

2, Salea_R& presentation 

(a) U*S* carriers appear to have a critical need for improved sales 
training and supervision- 

(b) U*Sp carrier sales representatives should be trained to deter^ 
mine the special needs of custoniers and prospective customers and to assist 
±m problein-^solving. They should be better trained in international trade 
practices • 

(c) 1%H U*S* carrier sales representative should become axi essential 
conduit for Improved communication and information flow between customers 
(both present and prospective) and their home offices* 

(d) The Maritime Adninistration should sponsor general sales train- 
ing seminars on an iridu^try-^ide basis and assist individual companies in 
developing tailor-^made training programs which meet their specific needs* 

(e) To suppleffietit ealea training seminars, MarAd ehould develop a 
sales training rnanaal for the maritime industry, 

Cf) Saias personnel must be carefully recruited , trained and com- 
pensated in line with sales compensation in other industries* A salesman-s 
orientation is Important* A good salesman cm be trained to sell any product 
or service^ tg^hile a good inside man — despite a thorough knowledge of the 
maritime industry may not prove to be a good salesman* 

Cg) Carefial sales analysis techniques should be developed which 
can qUfflitify a salea©an*s contribution to his organisation. The Industry 
should develop a widespread marketing Information system to collect md 
dtfissffilnate market intelliganee to domestic carrier sales departments. Com* 
pmiiS should m^e a concerted effort to eKpedlte their declslonHn^lng 
proaasses as they ef£#ct ctistomers. Greater effort should be directed to 
integrating sales and operations departmnte. 
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3* Operations 

Problems in various operational areas cited by users must be given 
urgent correctional attantlon* 

(a) Since reliability Is of prime importance to both enporters and 
Importere in their selection of carriers, U.S. carriers muft aKpend every 
effort to assure reliability of service, 

(b) Frequency of sailing is of major importance to all user cate-= 
gorlas* Thus ^erlcm carriers should be urged to revise their schedules to 
compare favorably with those of their foreign competitors. 

(c) Both eKporters and freight forwarders found U,S, carriers de- 
cidedly worse thm foreign carriers in tems of docMentatlon services, indi- 
cating a definite need for improvement in this area- 

(d) Efforts should be made to minimise switching vessels , a problem 
which both eKporters and freight forwarders find more prevalent with ^erican 
carriers, 

(e) The need for improved tracing procedures and improved process'- 
In^ of clalma by Merican carriers was Indicated by both exporters and freight 
forwarders. 

(f) Operations manageTOnt should be more responsive to shipper needs 
and inquiriea (as evidenced by user ratings o£ cojg^nicajign and information 

as a major weakness of AaerlcMi flag carriers), 

(g) riiere appears to be a critical need for improved mMagement 
training and for mmagement control and information systems^ 

In general, the findings suggest that U*S* transportation users 
lack confidence In American flag vessels oxid that they are not constrained 
by feelings of loyalty to the MsrlcM flag. However, these findings also 
Indicate the tremendous potential that exists for America flag vessels among 
Americm-baaed water transportation consumers* An overriding challenge facing 
the tterchant marine is one of converting non-usere of U,S* flag eervlcee into 
users- 
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DESCRIPTIVE DATA CONCERNING SU BSAMPLES 



In ordar to devalop umv profiles in Chapter 7, raspondMts in each 
subsample ware aaked a series of descriptlva queations about their company 
shipping practices. Thla data is swiari^ed in Table 26. 

EKporters 

Escporteri were asked to estimate the total volume of cargo they 
shipped in 1973, The 25 eKporters who responded to this question (83% of the 
subsMple) reported a volime of 6,058,784,000 lbs., or 3,029,392 short tons. 
This ™ounted to an average of 121,176 tons per respondent. When asked to 
estimate the gross value of their 1973 cargo, the 24 SKporters who responded 
to this question (60% of the aiAsample) reported a total of $4,354,731,000, 
or an average of $181,447,120 per respondent* Nlnty-two percent of the ex- 
porters reported that they shipped over 90% of their cargo via ocean freight 
(see Table 27), 

Total ocean freight eoata reported by the 24 respondents to this 
question amounted to $132,280,000, or m average of $5,511,666 per exporter. 
Total air freight costs for the 21 respondente to this question (70i of the 
subsample) amounted to $22,271,000, or an average of $1,060,523 per exporter* 
Air freight eKpendltures were appro:^iinately 201 of ocean freight expenditures 
for this group. The principal ports of exit reported by the exporters are 
New York, Baltimore, Philadelphia md New Orleanei while the principal world 
markets to which they axport goodi are South Merlca, Europe md the Far East. 
Exporters- companies were categorized according to the Standard Industrial 
Classification schetae. Aa Tabla ZB indicates, almost half the exporters who 
responded to this survey ship chemicals and allied products* 

Respondents to the e^portar iurvey are members of the Eastern Region 
Shippers Advisory Board of thm U.S. Maritime Administration and appear to be 
by their titles In diarge of the export traffic ftmctlon in their companies, 

Iiaportars 

The 15 importers who responded to this question (68% of the sub- 
sample) reported total 1973 Imports of 279,910,000 lbs., or 139,955 short 
tons. This amoimts to an averags of 9,330 tons per Importer. Seventeen 
respondents (77% of the subsample) sstimatad the total value of their 1973 
imports at $120,891,000, or an avarag© of $7,111,235 per Importer. As Table 
27 indicates, 95% of the l^orters uaa oomm freight at least 90X of the timt. 
Ocean freight costs reported by 9 raspondents (41% of the subsafflple) mounted 
to $4,190,192, or $465,577 par reapondant, (Ctaly two Importers submitted air 
freight costs I they anoimted to $14,000 per respondent.) 
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T^^LE 26 



AVERAGE 1973 SHIPPING HISTORY 
OF RESPONDEOTS 
BY USER CATEGORY 



EKportere 



Importers 



Freight Forwarders 



Average Total Volume 
Cargo 1973 

Average Gross Value 
Cargo 1973 

% shipping 90% or 
mors eargo via ocean 
freight 

Average Total Ocean 
Freight Costa 

Averaga Total Air 
Freight Costs 

Principal U.S* Porta 



Principal World 
Markets 



121,176 Tons 
$181|447a20 

$ 5,511,666 



New York 
Baltimore 
Philadelphia 
New Orlews 



South .^ericE 
Europs 
Far East 
Worldwide 



9,330 Tons 



$7,111,235 



95% 



$ 465,577 



$ 1,060,523 $ 14,000 



New York 
Baltimore 
St Francisco 
New Orleans 
L. ^galea 
Houston 

South ^erica 
Europe 
Par East 
Asia 



52,151 Tons 



$136,401,407 



80% 



$ 5,000,690 



$ 55,050 

New York 
Baltimore 
NC, SC 
New Orleans 
L» Angeles 



South toerlca 
Europe 
Far East 
Worldwide 
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TABLE 27 

PERCENT OF 1973 C^O SHIPPED VIA OCEM fBElGKT 
BY USER CATEGORY 







Exporter 




orter 


FrelRht 


Fon-?arder 






N 




N__ 


_| 


N_ 




100% 




1 


k 


14 


70 


3 


15 


95 - 


99 


19 


73 


4 


20 


9 


45 


90 - 


94 


4 


15 


1 


5 


4 


20 


85 - 


89 














80 - 


84 


1 


4 






4 


20 


75 - 


79 


1 


4 










70 - 


74 




100 


1 


5 










26 


20 


ioo 


20 


Too 


N/A 




4 

30 




2 
22 




11 
31 





T^LE 28 



NATORE OF SORTER'S BUSINESS 



SIC # 




N_ 


Percent 


28 


Qiemlcals and Allied Products 


14 


47 


36 


Electrical Machinery 


4 


13 


39 


Mlscellweous Manufactures 


3 


10 


37 


Trffliaportatlon Equipment 


2 


7 


38 


Professional Scientific and Controlling 








Instruments 


1 


3 


35 


Machinery Except Electrical 


1 


3 


33 


Primary Metals 


1 


3 


32 


Glass 


1 


3 


30 


Rubber and Miscellaneous Plastics 


1 


3 


20 


Food aid Kindred Products 


1 


3 


13 


Crude Petroleim 


1 


3 






30 


98%* 



Rounding Error 
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Principal world sources reported by the importers are Europe ^ thi 
Far East, South America and Asia. Principal porta of entry are New York, iSlew 
OrlaaM, Los Angeles , San Francisco, Baltimore and Houston* 

Even though this survey was addressed to the Presidents of the Import 
firms I only 14 of the 22 respondents (64%) appeared to be top management | the 
rest appeared to be middle or lower management perionnel. 

Freight Fore^arders 

Seven ta en freight foTOarders (55% of the sub sample) repcr^^d haridling 
a total of 1,773,131,473 lbs* of cargo during 1973, or 886,566 short tons 
This amounts to an average of 52 5 151 tons per freight forwarder. 

The gross value of their 1973 tonnage was estimated by 9 respondants 
(29% of the subsampla) at $1,227,613,292, or an average of $136,4015407, As 
Table 27 Indicates , 80% of the respondents report using ocean freight over 
90% of the time. Ocean freight costs for 1973 were estimated by 14 respon- 
dents (45X of the subsample) at $70,009^664, or an average of $5,000,690. Air 
freight coats were estimated by 16 respondents (52% of the subsample) at 
$85808,000, or sn average of $55,050 per respondent. 

Principal U»S, ports used by respondents are New York, Baltimore > 
North Carolina, South Carolina, New Orleans and Los Angeles ; principal foreign 
markets reported are Europe, Far East, Worldwide, South America and Asia* 

TABLE 29 

SI ZE OF FREIGHT FORWARDING COMPANIES RESPONDING 
BY NUMBER OF"^LOYEES ' " ^ ~ 



Nmriber of Emjiloyeej^ N Percent 

250 and over 3 10 

50 to 100 6 19 

25 to 49 9 29 

10 to 24 9 29 

2 to 9 4 13 



31 100% 



The respondents to this survey were almost all top management. 
Comply BizB varied from two employees to 537 employees* Table 29 lists 
the sige o£ the companies by the number of employees in the firm. 



108 



StOSSAKS 



Bargi Carrier 

Bri^-BulA Slip 

CA3*-Cli^l A&^QftauciG^ Beard 

Cairgo Div^riiss 
Cargp Sharing 



A labor mloR« 

A bargi aavximt is ^ l^rgi TOrchmc 
ship with tit Cipabillty of laidtng, 
imloadiugi and t^mPpa^ting loided 

Bilateral t«d€ ^gr^iiMnt refeTs 
agreifflfint by two ttadtug 
natloas c^at re^ir^a aarg© far 
ships owG€d ^pt^ited by each of 
thoie nacloQSt 

A Ireak-b'ulk sWp r^fttt to a cotk-- 
ventlonal vassal vitt lt# oi^ gear for 
leadiiii and uiilo0.dip^| cargo* 
cargo handled fey thta ahtp i,i gtaer-" 
ally ttot f ackagii in imiEi but ratK« 
steired by plic^ t^i tit vassal' m hold, 

As indcpsndent at^ ti^irtiporEatlm 
ragulator^ agt^ey, 

Calotaga Mfer# t-o r«8trt€tliig trad# 
in aoa^tal wat#rs or batw^irt two 
points ^thln 0 e^uttttjr, to ^hlpa 
flying that coOnt^'^ Slagi 

Caigo divarslo^ mfe« to thm div^rC* 
ing of cargo ai^ay frCT tradttional 
flow pattarns dm to i&stitutianal, 
oparatioaal or sc^n^ta ^toges. 

A policy wha?ahy M gmmtrmBtit ppecifit^ 
that Bom catgo^fi ^il caxrlad by' 
vaaiela M|tat5^ad ttf dsT Its omi tl^g* 

(1) Cargo ih«iti| rtfiM to the ptaa* 
tlce of oparato^a on 8o«i trads rau^ii 
of ihsElng a-vat labia ca^ga raaoni ttsfl* 
stives p aad <2) le mAlht ^Iso r€f©r 
to the pmctlcs ofi trading partmie 
nation© of rasetvtng aa^goas fot shtps 
ragiaterad iffldst chs flags o£ ttelr 
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CDS-C©nstyuetioa Differeatial 
Subsidy 

Coda of Conduct for Liner Con- 
faranaei 

CONASA-Cotmcll oJ North Atlmtic 
Stsmahip Assocl atlons 

Containsfahlp 

Conventlorial Ships 
DWT-Daadwelght Ton 

FHC^Iaderal MaTitima Coffimlsslon 
General Caxgo 

Gross Ten 
Gross Tonnagt 

ICC* Intars cats Commjarce Commission 

ILA-Intsrndtloriil Lengshorsoins 
^soolatloo 



An Instrument of federal aid undsr the 
Merchant Marine Act of 1936» 

k proposal for cargo thariag bet^/een 
trading partiiarg developed imder the 
Utilted Nations Consnltt^e on Tradt and 
Bevslopment, 

A marltlnae eaployara Msoclatlon* 

A eantainsrshlp Is a v^iaal that is 
aapable of earning stmdardlzed 
shippiag containers in special ly eon- 
atructad calls * 

Conventional ships refers tc break- 
bulk vassels i^lth their own loadltig 
and imleadlng gear. 

A unit of measure of 2p240 pounds 
referring apeolflcally to tha vegsal's 
lifting capaelty i^hen loadid In salt 
vater to her sunaaar fra% board marks « 

An Indapendent marltlma transpartstl^ 
regulatory agancy# 

Genaral eargo refsrs to miscellaneous 
gooda carrttd In quantltiaa whtdti vary 
In irelght, size, condition, nature and 
elass. Generally movas froa any ona 
shipper In lais than shipload lots* 

A mlt of capacity of 100 cuble feet 
used for ascertaining the Isgal or 
registered tonnage of a vasael* 

thm gross tonnaga or gross rtglstirsd 
tonnage of a vessel conslata of Itfi 
total tuaasured cubic capacity eacprassad 
In imlta of 100 cubic feet^ 

An Indapendant domestic transportation 
regulatery agency* 

A labor union. 



ILWU-lntsttiatlOTal longghoramans A labor union, 

and WarehoiMsmetis Union 
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DlCO*Int€tTiational Matlttne 
Consultative OrgmlEatlaii 

Ititsraodal Ships 

lOBMP or IftP-Intamational Order of 
Mutara , Hates $t Pllatg 

Jooaa kct Protection 



Libeity Ship 
Llneir 

me Cairriar 
longshcrenan 

Mmaganesic Information Systws 
MarAd 

HCS^-Harlne Cooks & St swards 

MEBA^Marlne Englnesrs Bsnfificial 
AispciatloA 

EKLC 



M itiatr\OTant of cha Umitsd NatlPflS * 



car^ unlti^md loads that ean It tr«s* 

to ttuekfip tvainSp alrplMis ot t^flland 
wat%way veasilSi 

A labot' tmlon. 



JoMS AqC Proteation rafeM to c»lotag# 
legtaiatioii ii'hidi Mservss aatgo^^ in 
the epntinguouf? and non^centltiguotii 
dottascl^ trade to ^isaals of iT-^S. fJLig 
only* Seetioti 27 thi MiirdL^t Ha- 
me Act of 1920. 

A Libsvty ship vmiBtm to a ecnvatitloiial 
bt%Bk^hulk ship of World War H yin- 
taga« 

A llntT rtfars to d vassal ncnnaliy 
tngagt^ iti ginaral cargo tradta that 
malntaing a gpeciflc aahadul#, 

Hqusfiad Natural Gas, 

Liquefied Natvirtl Gas Carrlex ^ A 
vases! aotistruetavl for tha earrlage 
of llqu#fiad natural gaa* 

A mm i^ho workg at loading oi: dls^ 
Qharfiflf vaiisla itth^r aboard ^htp 
or on Che ^^hatf or quay. 

Mmagaroant InComatioiA aysttAS rtfirs 
to eleat^onlc at tftanual syataM that 
collect, procag^ or diiaeninate tttim.^ 
clali pp^rationfll rtd parscntiiL iniw^ 
nation to mana|amnt« 

Maritime Adttiaietratlcn* U^S^ Dapa^t-- 
fflant o£ CoBflnarcPi 

A Xabo^ urilon, 

A labor tttilon* 
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MSC 

MSO^Marlss Staff Offlcars 
NIfU-*Matl©aal Maritime Union 
KYSA--N©v York Shlpplftg 

OBO-'Ort/Bttlk/Oil 

ODS^Opeiratlag Dlfftrentlal 
Subsidy 

^totmct^d Trades 

Sali^bllity of Ssrvlee 
to/RO (RoIl-Pii/Roll-sff) 
Short Sbip^nts 
Stagmdhlp CDtiferaneei 

Subsldl^ad Carriar 

sup-Sal lors Union of Pacific 



A Isbot union. 

Military Seallft Cotmnandi U.S* Navy, 
DapartAstit of Dafensei 

A labof rwiion, 

A labor mion. 

A marltlua %mpXoy%tB association. 

Combination bulk vesasl that can ba 
used to earry either otm^ oil or othst 
bulk cowGdltlea iuch as gr^n« 

ito InstruQsnt of federal aid u^dei: th^ 
Merehwt Marine Act of 1936. 

A West Coast amployera organization. 

Protaetsd tradaa refers to those oaaaci 
routes dovarad by cabotage legislatloxi 
which llmlti cOTpetltion to national 
flag operators only. 

Eallablllty of aarvice refers to tha 
consistency with which an operator 
meets a schedule. 

Refers to a ahlp in which luilt loads 
can ba drlwOp pushad or pulled to 
md from a dock to a ship. 

Short sbipnants refers to goods that 
are shut out of a vessel through lack 
of space I late arrival or error. 

Steamship confarenees rafars to orgiwl*^ 
nations of operators serving tha BSim 
trade routss \Alch are formad for the 
purpose of stwdardlzing rates amd 
publishing tariffs. 

A subsldlEad carrier refers to a U«S, 
operator who is receiving operating 
dlffarantlal siAsidy. 

A labor union. 
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on Trade md Development 
ULCC^Ultra Largi Ctuds Carrier 

Victory Ship 

VLCC-Very Large Crude Carrier 



All instruMnt of the irflited Hatloiis. 



SupBV tanker in mKCBmrn ot 250^000 
dftadwatght ton capaaltyf 

ViatoTy ahlp tBtmtB to a COTVMtlonal 
braak^btilk veaasl of We^rld Var It 
vintage* 

Super tank©r in etKCwa of l0O|0O0 
deadweight ton capacity. 
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